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A Banker’s Diary 


Mk. KEYNES’S appointment as a director of the Bank 
of England was announced too late in the month to be 
adequately discussed here, but it is clearly 
Mr. Keynes the most welcome possible news. In the 
for the Bank period of post-war economic reconstruction, 
especially, Mr. Keynes’s advice will be 
quite invaluable. If the exaggerated gloom which 
prevails as to the post-war economic prospect had any 
justification at all, it is the fear that our national finances 
might not be handled with the intelligence which is 
needed to smooth the immensely difficult transition from 
war to peace economy. With Mr. Keynes at the helm, 
the country can face the future with the fullest confidence 
on this score. 


It is inevitable that the data given in the Budget White 
Paper, as the only available figures with any claim to be 
authoritative, should be used to support 
Sharing the jrouments of a semi-political nature bearing 
National : DE: . ‘ 
Income 2 such controversial questions as wages 
and taxation policy. It will be recalled 
that an estimate was made not only of the increase in 
the total national income up to the end of 1940 but also 
of the distribution of this income between the “ factors 
of production,”’ that is, wages, salaries, profits and so on. 
llius, it is tempting to use the White Paper as a basis 
for comparing the changes in the share of “ labour ”’ in 
the national income with that of “‘ capital.”’ If this is 
done, however, it is clearly of the first importance that 
the analysis should seek to be as objective as possible. 
Mis condition has, unfortunately, not always been 
observed, since already the figures have been used to 
show both that wages have risen more than profits and 
that profits have risen more than wages. The relevant 
figures are summarized in the following table, from 
which it will be seen that the wages item has risen by 
more than 43 per cent., compared with a rise of only 
31 per cent. in the profits item, and a similar increase in 
the national income as a whole. 
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WHITE PAPER INCOME FIGURES 


Last 

Year quarter Incr. Increase 

1938 1940 or dec. » A 

{m £m £m 
Rent “ ei ei 352 368 + 16 4-5 
Profits, etc. .. id ~ 1,544 + 366 31.1 
Salaries i re ‘i g80 1,200 +220 22.4 
Wages, etc. .. is .. 41,620 2,608 +788 43-3 
Other. . ; 85 84 — I — 
Net national | income . before 

direct taxation .. -- 4,415 5,804 +1,389 31.4 


Before any such conclusions are drawn, however, it is 
necessary to take into account two very important 
qualifying factors. In the first place, the so-called 
“ wages’ item includes payments to the armed forces, 
and in the current issue of the Economic Journal, Mr. N. 
Kaldor estimates that the increase in pay and main- 
tenance of the armed forces accounts for at least £450 
millions of the apparent increase of £788 millions in 
wages. ‘If this contribution is excluded,’ Mr. Kaldor 
observes, “‘ we find that the rise in wages was only 18.5 
per cent. as compared with a rise in total income of 21 
per cent. and in profits and interest of 30 per cent. There 
was thus a decline in the share of wages in industry 
from 41 to 40 per cent. and a rise in the share of profits 
and interest from 27 to 29 per cent.” 


TuIs conclusion, however, is hardly less misleading, since 
it entirely leaves out of account the other qualifying 
factor, namely, the very large increase in 

. = direct taxation. It will be recalled that 
cag Professor Henry Clay recently stressed the 
importance of this factor, arguing that 

most of the increase of £376 millions in direct taxation 
between 1938 and 1940 can be attributed to the profits 
and interest clause, wiping out the whole of the apparent 
increase in their income. This, Professor Clay added, 
was quite apart from the reduction in the spendable 
income of this class through the increase of £78 millions 
in corporate savings (mainly undistributed profits) and 
their share in the additional {225 millions of indirect 
taxation. It must be pointed out, however, that if 
indirect taxation had to be taken into account, this 
would probably be sufficient also to eliminate the increase 
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of £338 millions in industrial wages (allowing for the 
£450 millions increase in the cost of the armed forces). 
Actually, the White Paper makes it plain that the figures 
given are altogether exclusive of indirect taxation, which 
is separately deducted from the figures of personal and 
Governmental expenditure (items 7 to 12) that form 
the counterpart of the figures of factor earnings (items I 
to 6). In other words, income, output and expenditure 
are all estimated at “‘ factor cost’’ and not at market 
prices. The figures given measure the income received 
by the factors of production from the sale of a particular 
product, and not the amount spent by consumers on that 
product. In order that national income and expenditure 
may balance on this basis, it is necessary to subtract 
indirect taxes from and add subsidies to the market 
value of the goods and services bought. Indirect taxa- 
tion, therefore, does not come into the picture. 


MOREOVER, it has to be pointed out that some part of 
the additional direct taxation must have been borne by 
salaries, which according to the White 
Estimate Paper, showed an increase of {220 millions 
A per annum. Profits and salaries together 
showed a combined increase of £586 mil- 
lions, of which £454 millions was neutralized by the 
increase in direct taxation and in corporate savings. 
Accepting Professor Clay’s suggestion that the profits 
item was unchanged on balance, we would be left with 
an increase of £132 millions (instead of £220 millions) in 
salaries, assuming—which may not be altogether fair— 
that none of the increase in direct taxation must be 
attributed to the wages item. On this basis we arrive 
at the following position : 
ADJUSTED INCOME FIGURES 
(Allowing for increase in direct taxation and in expenditure on 


the armed forces) 
Last quarter Incr. 


1938 1940 or decr. Incr. 

£{m. £{m. £m. % 
Rent .. - a - 352 368 + 16 4-5 
Profits, etc. .. ‘is <<: Je 1,178 — = 
Salaries a ike ‘a 980 1,112 +132 11.8 
Wages, etc. .. a -. See 2,158 +338 18.5 
Other , 85 84 — iI — 


Net national (“ industrial ’’) 
income... es -» 4,415 4,900 +485 11.0 
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In other words, it would seem that an increase of 
some 18.5 per cent. in industrial wages must be compared 
with an increase of some II per cent. in the net national 
income as a whole, with an increase of around 12 per 
cent. in salaries and with unchanged or even slightly 
lower profits. 


EARLY in September, the fiduciary issue was raised to 
£730 millions by an increase of £50 millions, making the 
Py third increase of this kind since the be- 
Fiduciary ginning of the war. Though it had been 
Pasa realised that the fiduciary limit would need 
to be raised before the end of the year, 
the actual timing of the announcement occasioned some 
surprise, coming as it did after two successive declines 
in the volume of notes in circulation. Movements in 
subsequent weeks have shown, however, that the decision 
may by no means have been unduly premature, for after 
this temporary reflux in the latter part of August, 
September saw a resumption of the former upward trend 
which within a fortnight had carried the circulation once 

again to the new record level of £669.4 millions. 

ANALYSIS OF BANK RETURNS 
(£ millions) 


Note Total Bankers’ 
Circulation Reserve Securities Deposits 

Pag. 27 4. ka 664.7 17.3 190.3 125.7 
sept. 9... a 667.3 64.6 143.6 122.7 
ae 5 669.4 62.3 TSi.7 133.8 

we «s r 669.7 62.0 146.0 127.6 

24 671.4 60.5 154:4 133-9 


Normally, the seasonal tendency is for a slight decline 
in the circulation during September, and it may be noted 
that there actually was a slight return of notes from 
circulation during the corresponding weeks of 1940. 


No doubt the contrasting tendency this year has been 
due to the holiday spending, which Lord Kindersley also 
adduced as an explanation of the dis- 

Influence appointing level of small savings in recent 
‘ice weeks. As he pointed out, throughout the 
whole summer of 1940 every effort was 

being made to persuade everyone to cut out holidays, 
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while this year they are being encouraged to take them. 
While it is undoubtedly true that holidays are doubly 
needed this year and that it is holiday spending which 
explains the unfavourable comparison on the year both 
in the savings figures and in the trend of the note circula- 
tion, it also remains true that both these movements are 
associated with an expansion of spending in the aggregate 
which is an unwelcome symptom. The changes asso- 
ciated with the increase in the fiduciary issue are clearly 
brought out in the Bank Return figures above, which 
show a jump of £47.3 millions in the Reserve in the 
week to September 3, and a correspondingly sharp fall 
in total securities. 


In a recent speech, Lord Kindersley was able to announce 
some impressive figures indicating the great progress 
which has been made by the savings move- 
Progress of ment since the opening of the campaign. 
ae In the United Kingdom, there are now 
some 225,000 active savings groups with a 
total membership of no less than 13,000,000, a figure 
which is increasing at the rate of some 15,000 every day 
through the formation of new groups, quite apart from 
any expansion in the membership of existing groups. 
The significance of this figure of 13,000,000 will be 
apparent when it is realised that regular savers now out- 
number householders by some 3,000,000 and that even 
after the widening of its incidence next January there 
will still be only some 8,000,000 payers of income tax. 
In referring to this forthcoming increase in taxation, 
when some 2,000,000 additional wage and salary earners 
will become subject to tax, Lord Kindersley stressed the 
necessity that this additional tax demand should be met 
by a reduction in expenditure and not in savings. Though 
experience in January last suggests that any adverse 
effect on the flow of savings should be only temporary, 
this danger that additional taxation may be vitiated by 
an offsetting contraction in savings is clearly one of the 
most serious defects in our present methods of financing 
the war. 


EVERYTHING points to the need for a direct rationing of 





A BANKER’S DIARY 7 


expenditure on the lines indicated by Dr. Kalecki in an 
article in this issue. A plan of this kind 


a. would at one stroke minimise the in- 
Expenditure flationary effect of rising wages, make it 


Rationing impossible to maintain consumption by 
reducing current savings or drawing on past 
savings, and thus automatically generate the genuine 
current saving which is alone of assistance in financing 
the war. In other words, action on these lines would 
bring about directly and without any possibility of 
evasion the cut in consumption expenditure of the kind 
needed and which cannot be achieved with any certainty 
by taxation, voluntary savings or any other methods 
which merely exert an indirect pressure on spending. 
Until the authorities are finally moved to take action on 
these lines and end the chaos in distribution which our 
present methods have failed to prevent, however, it is 
part of the duty of every citizen voluntarily to reduce 
his own expenditure to the minimum and to further the 
work of the savings movement by every means in his 
power. Lord Kindersley mentioned, for example, that 
though the majority of employers are very helpful, there 
is still a certain number who resent the work and trouble 
entailed by running a savings group. While it can readily 
be understood that managements, especially in the over- 
burdened war industries where the bulk of the additional 
incomes are being paid out, may feel reluctant to under- 
take any further responsibility over and above the actual 
task of production, it must be realised that the task of 
staving off inflation is itself a necessary part of the war 
effort. In protecting our financial front against the forces 
of inflation, Lord Kindersley and his army of voluntary 
helpers are undoubtedly doing a job of vast importance 
to the country. 


THERE is, nevertheless, one point on which one is com- 
pelled to join issue with Lord Kindersley. In his recent 
speech, as on some previous occasions, he 
ng delivered a spirited attack on the con- 
Securities aie hich. he id — x 
Versus Bank C¢Ption, which, he said, was a growing 
Deposits belief among the customers of the joint 
stock banks, that there is no need for them 


Savings 
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to invest their money in Government securities because 
their savings are effectively placed at the disposal of the 
Government through the banking system. Undoubtedly, 
it is highly desirable that everybody should subscribe 
directly to the new Government securities rather than 
hold a bank balance in excess of his probable need for 
liquid funds, since it is probably true that the temptation 
to spend may be less successfully resisted when savings 
are lying at hand in the supremely accessible form of a 
bank deposit than if they could only be drawn upon by a 
sale or encashment of savings securities. At the same 
time, Lord Kindersley was clearly over-stating his case 
in claiming that, if this practice of saving through the 
banking system were allowed to spread, it would “ just 
paralyse our war finance.’’ So sharp a contrast between 
saving in the form of bank deposits and a purchase of 
Government securities would be justified only if the 
securities Lord Kindersley was offering could not be 
realized in any form until the final maturity date. 






















It is perfectly true that saving in the form of bank 
deposits “‘ creates the possibility of new spending by one 
_ set of individuals through Government ex- 

A a eee penditure without cancelling the possibility 
Liquidity of a similar amount of expenditure by 
another set of individuals.” But this is 

equally true of Savings Certificates, which can be encashed 
on demand, or of Defence Bonds, which are repayable 
under a very moderate penalty at short notice, or, 
indeed, of any other form of Government borrowing 
at all where the holder has an option of repayment or 
even where the security can be realized in the open 
market. This possibility of realization is, of course, one 
of the major attractions of the savings securities, which 
alone makes it possible to issue them at the comparatively 
low rates of interest which are offered. As between 
bank deposits and a purchase of securities, in other words, 
we are concerned only with varying degrees of liquidity, 
and not with fundamentally different operations. It is 
not a question of ‘‘ saving by proxy,” but merely of the 
particular form in which savings are to be held. The 
important thing is that money should be saved and not 
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spent, and this fundamental act of saving is quite effec- 
tively performed by any bank depositor who does, in fact, 
allow his bank balance to increase and refrains from 
depleting it by drawing unnecessary cheques. And it may 
be added that Lord Kindersley’s perfectly legitimate 
practice of lumping in the increase in savings bank 
accounts with sales of Savings Certificates and Defence 
Bonds makes it the more difficult to defend logically the 
position he has chosen to take up. 


THE further jump in investments, which is the feature of 
the August clearing bank returns, is of particular interest 
as a measure of the important part played 

pg by bank subscriptions in the final rush for 
1 Fag National War Bonds before the withdrawal 
Rush of the issue. The rise of £32.7 millions is 
itself a record increase for a single month. 

It raises the combined investment portfolios to a new 
record level of £935.2 millions, or close on £100 millions 
more than advances, which were only ousted by invest- 
ments as recently as June from their traditional position 
as the main earning asset. In addition, the £33 millions 
jump indicates that bank subscriptions accounted for 
close on one-third of the month’s total applications for 
National War Bonds, amounting to {104.8 millions. 
Actually, this is no more than the normal proportion of 
bank subscriptions to this issue. For the twelve months 


CLEARING BANK RETURNS 
(£ millions) 


August, Change on Change on 
1941 Month Year 
Deposits - ‘a .. S009-3 + 6.4 +515.8 
Cash .. ac ‘a ‘i 316.2 + 9.9 + 42.9 
Call money .. ue oe 139-5 + 0.9 — 7.2 
Discounts on ss 265.9 — 8.6 —164.2 
Treasury deposits .. a 4608.5 — 7.5 +442.5 
Investments .. i 9 935-2 +32.7 +253.0 
Advances a za at 838.0 —I5.4 — 81.1 
Acceptances .. - ae 100.5 + 2.0 — 18.1 
% % % 
Cash to deposits oe i 10.55 + 0.31 — 0.46 


to June, an increase of £244 millions in bank investments 
compares with total National War Bond sales of no more 
than £755 millions and total “large savings’’ of only 
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£1,037 millions. In view of the extremely tight credit 
conditions resulting from the last-minute rush for War 
Bonds, it is interesting to note that the whole of the bank 
subscriptions seem to have been transferred through the 
encashment of Treasury deposits in advance of maturity, 
for on the month Treasury deposit holdings show a decline 
of {7.5 millions, whereas £30 millions were issued during 
the period and there were no maturities. In view of tnis 
tightness ot credit, too, it may be thought surprising that 
the combined cash holding actually shows an increase on 
the month of some {10 millions, raising the cash ratio 
from 10.24 to 10.55 per cent. It is possible that window- 
dressing on an exceptional scale may provide some 
explanation of this paradox. 


AT first sight, also, the combined fall of £7.7 millions in 
money market assets is unexpected in view of the larger 
quantity of Treasury bills which have been 
Bank passing through market hands. Though the 
— weekly percentage allotments may have 
ear 7 « ‘ " 
£3,000 shown little increase, it has to be re- 
Million ™Membered that the combined tender has 
Mark _ been raised side by side with the increase 
in the weekly offer from £65 to £75 millions. 
And on the basis of this latter figure it would seem that 
the market actually had to take up an additiona! {12 
millions of bills during the month. The decline in clearing 
bank money market assets might thus suggest that the 
market had to find some £20 millions of additional 
‘‘ outside ’’ money, but it is probable that the discre- 
pancy is explained by the fact that many of the banks 
made up several days before the end of the month—in 
one case as early as the 19th! As a net result of these 
various movements, deposits showed a slight rise on the 
month to a new peak level of £2,997 millions, or just £3 
millions short of the £3,000 millions mark. It may be 
noted that it was as recently as June, 1935, that the 
£2,000 millions mark was first passed. In just over six 
years, in other words, bank deposits have risen by 
£1,000 millions, or 50 per cent. Of the additional milliard, 
no less than {£750 millions have been created since the 
beginning of the war. 
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Can We Learn from The Nazis ? 


By the Editor 


O doubt our authorities, with the abundant infor- 
N rnation at their disposal, have sought to profit 
from the experience of the Nazis when tackling 
our own problems of war organisation, but for the man 
in the street German experience, especially on the econo- 
mic side, has remained almost a closed book since the 
beginning of the war. Those who have simply been 
attempting to apply general principles to British problems 
and conditions will find many instructive and perhaps 
illuminating parallels and contrasts in the survey of 
Germany’s war economy contained in the succeeding 
articles. Taken together, these form probably the first 
unofficial attempt to examine systematically how the 
enemy has been coping with the sort of problems that 
confront us. Some of the more obvious contrasts arise 
from the fact that on the outbreak of war Germany was 
already at full employment, and had only to make the 
transition from a near-war to a full-war economy, whereas 
this country had still a great deal of economic slack to 
take up and had to create a war economy overnight. Yet 
on the financial side it is the parallels rather than the 
differences which are most striking. We find, for example, 
the same over-abundance of liquid funds, leading to 
falling interest rates and rising stock exchange values, 
the same importance of extra-budgetary funds, disinvest- 
ment and contributions from abroad, with the exploita- 
tion of the conquered countries taking the place of our 
own overseas purchases and Lease-Lend supplies. 
Because of these broad similarities, there is an added 
significance in the difference in methods by which the 
Germans have dealt with such problems as the taxation 
of excess profits. On the whole, one has the impression 
that the attempt to define a “ normal”’ profit for each 
particular branch of industry, for all its obvious complica- 
tions and probably defects in practice, represents a some- 
what more intelligent approach to the problem than the 
rigid and wooden basis of our own roo per cent. E.P.T. 
Inevitably, too, one is struck by the contrast between 
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the sharp rise in wage rates in this country, which we are 
only now attempting to stem, and the uncompromising 
wages-stop in Germany, which is only now being slightly 
relaxed. Obviously, this stringent State control of wages, 
which is only one aspect of the utter subjection of the 
individual to the State, must in many ways considerably 
simplify the basic financial problems of the war. It is to 
be expected that any system will show the virtues of its 
defects. 

For all the inherent advantages of a totalitarian 
system, however, it would be utterly wrong to assume, 
as one of our contributors points out, that Germany has 
found the perfect system of organization and control. 
On the contrary, it has at times only been possible to 
meet the difficulties resulting from over-centralization 
by means of a temporary reversal of the totalitarian 
method and the partial restoration of private control. 
Nevertheless, there can be no doubt that in some spheres 
the Germans have been more successful, notably in the 
mass-retraining of labour for the war industries and in 
the highly flexible manpower policy (operating through 
the system of compulsory work books) which has made 
it possible to switch manpower on a large scale between 
the services and industry in accordance with the changing 
needs of the situation from time to time. In this way, 
Germany has undoubtedly made a considerably more 
effective use of her available manpower than could be 
remotely possible with our own amateur methods, which 
are succeeding in draining away from essential industry 
the skilled workers that are its life-blood, while leaving 
an army of workers still engaged in inessential occupa- 
tions. In Germany, it would be no less inconceivable 
that the army should seek to retain coal-miners in the 
face of a national coal shortage than that a private 
employer in such a situation should be able to tempt 
miners away from the industry by the offer of a more 
attractive wage for other work. On this most vitally 
important side of war organization, if on no other, we 
could certainly learn a great deal from the Nazis. 
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Germany’s Economic 


Mobilization 
(By a Special Correspondent) 


WO years ago Germany effected in a very short 

time the transition from a near-war economy 

(Wehrwirtschaft) toa full war economy. Immediately 
on the outbreak of war, a ‘‘ war economic order’”’ was 
decreed, aiming at a complete centralisation of all economic 
activity. War production was to be concentrated in 
large scale factories. Civilian production was immediately 
reduced. Petrol and clothing, for example, were con- 
trolled at once, while a system of food rationing had 
actually been introduced some days before the attack 
on Poland. A general wages-stop after the model of 
the price-stop from 1936 was declared, and overtime pay 
and holidays were abolished. For the first time in 
history, in other words, economic mobilisation promised 
to proceed according to long-prepared plans in the same 
way as military mobilisation. Yet this carefully prepared 
plan nearly wrecked Germany’s economy, because it 
carried centralisation and concentration too far without 
providing the proper unified commanding authority. 

The shortness of the campaign in Poland and the 
lull on the Western Front permitted a significant shift 
of emphasis from the production of munitions and war 
material to the expansion of productive capacity, such 
as additional blast furnaces, plants and factories for the 
manufacture of synthetic petrol, rubber, textile fibres, 
and so on. At the same time, machinery was set up for 
the distribution of war orders among small-scale pro- 
ducers. Overtime was partly restored and reduced 
holidays were permitted again. 

At the end of 1939 the long-expected ‘‘ economic 
general staff’’ emerged in the form of the General 
Economic Council under the leadership of Field-Marshal 
Goering. Its permanent members are the heads of the 
“Four Year Plan Bureaux,” the ‘‘ Wehrwirtschafts and 
Armament Department of the High-Command ”’ of the 
“Wehrmacht,” and the departmental chiefs of the 
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Ministries of Agriculture, Economic Affairs, Labour, 
Transport, and the Interior ; the Price-Commissar, and 
one representative of the Nazi Party. This directing 
body—to which in the spring of 1940 was added the 
Minister for Munitions and Armament, Dr. Todt—co- 
ordinates the different economic sections and has absolute 
powers. Its executive organs are the ordinary Ministries 
and a number of Special Commissars who wield over- 
riding powers in certain industries, such as building, 
electricity, and motor manufacture. 

The foundation of the central body is the “ District 
Economic Board,” the regional organisations of the 
Ministry of Economic Affairs. These run parallel to the 
District Defence Committees, which are the regional 
organisations of the Council of Ministers for Defence. 
Private industry, trade, finance and labour are all 
organised in the compulsory so-called “‘ Self-Governing ”’ 
organisations. These are mainly advisory bodies, which 
prepare statistics and impose levies, such as the export 
levy, contributions for co-operative assistance and the 
levies for the financial maintenance of restricted civilian 
factories and shops. 

Germany’s war economy as a whole, as well as the 
separate programme for each military campaign, is 
actually planned by the ‘“‘ Wehrwirtschafts and Arma- 
ments Department of the High-Command.”’ Long-term 
planning of the expansion of productive capacity is, 
however, still done by the ‘“ Four Year Plan Bureaux,’ 
whose powers were indefinitely prolonged at the end of 
1940. The Armament Inspectors, who are regional 
controllers, are directly responsible to the Wehrwitschafts 
Department. The District Economic Boards co-ordinate 
all regional organisations: that is to say, the repre- 
sentatives of the self-governing organisations, the 
Regional Army Commands (Wehrkreise), the Armament 
Inspectors, and, if necessary, representatives of the 
regional political administration and Nazi Party. Here 
central orders, which are beyond the capacity of the 
‘““W-Factories’’ (i.e., the specialised armaments and 
munition factories) are allocated to the factories of the 
district. The central allocation of raw materials and 
labour, according to a quota system, are adjusted for 
regional and local purposes. At an early stage the system 
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of ‘‘ Order Bourses”’ for subcontracting of war orders 
arose out of these regional organisations. They proved 
very successful and are now regularly held in Germany 
as well as in occupied countries. This is in brief the 
general framework of Germany’s war economy. It is a 
highly centralized organization modelled after the 
principle of the unified military command. Inevitably, 
this military centralization frequently runs counter to the 
flexibility which is needed in the regional organizations and 
puts a severe strain on the initiative of employers. 

One of the most important aims in Germany’s 
military and economic strategy, as is very evident, is 
the conquest of additional agricultural and industrial 
capacity. After the conquest of Austria and Czecho- 
slovakia followed the occupation of Poland. The in- 
corporation of Western Poland provided at the same time 
a new outlet for the expansive aims of Germany’s heavy 
industry. Important mines, plants and factories were 
at once put under the management of those German 
concerns which had owned them before 1914. The con- 
centration on the construction of new capacity was 
clearly reflected during the first months of the war in 
substantial increases in the capital of all leading German 
concerns. In contrast with the situation in this country, 
there were no reserves of idle capacity in Germany at 
the beginning of the war, and the labour supply situation 
was strained. Only a strict and immediate reduction 
in civilian industry could provide the labour and 
machinery needed for the expansion of the war sector. 
Shortly after the outbreak of the war, Germany entered 
on a new period of co-operative organisation. Machinery 
and even whole factories were pooled. Small scale 
industrialists, and especially the independent artisans, 
formed working co-operatives. Export industries formed 
themselves into export groups. There was a systematic 
search for labour in the retail shops, and thousands of 
independent shopkeepers and artisans were recruited for 
work in factories. Conscription of labour remained 
small, because of extensive re-employment of workers 
from civilian industries in war factories. The dual policy 
of rationalization in industries and of mass re-training of 
workers and the training of women entrants into industry 
was speeded up. 
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During the first winter of the war the acute shortage 
of skilled and semi-skilled workers was relieved by the 
demobilisation of large numbers of soldiers, mainly 
the older men who had already served during the Great 
War. The call-up of new classes for military training 
was thus not felt so heavily. In spring, 1940, when the 
munitions and armament production programme for the 
1940 campaigns was well under way, trained reservists 
were again called up in large numbers. The surprisingly 
short military campaign culminating in the collapse of 
France gave the German war economy its long-sought 
opportunity of expanding over practically the whole of 
the Continent. Directly in the wake of the conquering 
armies followed the newly-formed ‘“‘ Army Economic 
Groups.”’ These quickly assessed the stocks of raw 
materials and arranged for their transport to Germany. 
Trained engineers and economists earmarked machinery 
of German design for transport to factories in Eastern 
Germany and Poland, where a large-scale programme of 
factory and plant construction was already well under 
way. This period of “ requisitioning ’’—better termed 
looting—was short but very effective. Large numbers 
of prisoners of war made a useful addition to Germany’s 
industrial man power, and once again considerable 
numbers of soldiers were sent home on leave for work in 
war factories. The system of work-books, and the 
careful military registration, made possible a rapid 
change-over from demobilisation to new recruiting when 
necessary. During the winter of 1940/41, the total 
number of effectives hardly increased. Yet this system 
resulted in an actual increase in the number of trained 
reserves. 

The so-called ‘‘ New Order in Europe” is merely a 
grandiose name for the resumption of German economic 
expansion, which was temporarily halted in 1918. First 
of all it aims at the incorporation of all the territories 
lost in 1918. The leading industrial concerns in Western 
Germany, such as Vereinigte Stahlwerke, Kloeckner, 
Haniel, Stumm, etc., have already taken over their old 
plants and factories in Lorraine. Wintershall, the potash 
concern, got back the Alsace potash mines. The 
Ballestrem and other concerns are securely reinstated 
in Polish Upper Silesea, though the State-owned Reichs- 
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werke Hermann Goering incorporated large sections 
of industry in the conquered territories. Foreign capital 
interests in Austrian and Czechoslovakian concerns have 
been acquired by German State and private concerns. 
In fact, the coal, iron and steel concentrations on the 
Continent are for the first time completely under direct 
German administration. The first war aim of German 
industry—a European monopoly in coal, iron, and steel, 
potash and chemicals—has for the moment been achieved. 
In addition, the economic penetration of the Balkan 
countries proceeded at the same time almost unimpeded. 
After the Balkan campaign the last obstacle was removed. 
Direct economic expansion is combined with financial 
penetration of occupied, dependent and neutral countries. 
German banks actually dominate all Balkan countries 
through branches or associated concerns. In Holland, 
Belgium, and France a number of branch banks have 
been opened or majority interests acquired in local 
concerns. Finally, there is the so-called Central Clearing, 
which compels nearly all Continental countries, including 
the few remaining neutrals, to place their clearing 
accounts with the Central Clearing Institute in Berlin. 
Germany is thus temporarily in undisputed command of 
the clearing balances of nearly all European countries. 
Military occupation, combined with the monopoly in 
coal, iron, steel, and chemicals, provides an effective 
means for the economic domination of the Continent. 
From voluntary economic collaboration, however, 
Germany’s war economy derives equally great benefits. 
There is first the German-Italian-French motor car 
collaboration. Next in importance is the collaboration 
between the German and French textile industries, with 
the object of constructing new factories for artificial 
textile fibres in France. Similar plans are being carried 
out in Holland, Norway, and Hungary. The extensive 
engineering industries in Belgium and France are also 
actively co-operating with Germany. The ‘“ Order 
Bourses”’ in Paris and Brussels have been made per- 
manent. Collaboration in its turn opens up the way for 
new direct economic expansion. German leading manu- 
facturing concerns are busy buying up financial interests 
in Dutch, Norwegian, and Belgian concerns. In the 
Balkan countries, foreign concerns are either nationalised 
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or bought up outright by German State and private 
concerns. 

Direct economic domination, financial penetration 
and industrial collaboration between them have gone 
far towards organising a European economy geared to 
the Nazi war machine. But the most significant move 
which revealed very clearly the ultimate goal of 
Germany’s economic strategy, was the founding of the 
‘“Kontinentale Oel A G, Berlin,’ a Continental oil 
holding company, which is a joint undertaking by eight 
large German combines, including private and state- 
owned concerns in the oil and chemical industry. The 
new company at once acquired interests in the Rumanian 
oil industry, while the “‘ Wintershall A G,”’ one of the 
founders, already controlled the Hungarian oil industry. 
The ultimate object is clearly a monopoly of the entire 
European natural and synthetic oil industry. 

In a different field, a similar move was made almost 
at the same time by the foundation of the European 
Re-insurance Cartel, in which German, Italian, and Swiss 
Insurance Companies will collaborate. Germany has 
thus been very active in exploiting her military domina- 
tion of the Continent, and there is no doubt that most 
of the new organisations were intended to outlast the war. 
On the other hand, Germany has been singularly un- 
successful in reorganizing European agriculture. In the 
first place, her productive capacity is not sufficient to 
provide for the manufacture of the agricultural machinery 
needed in the Balkan countries. War in the West, the 
Balkan campaign and the bad harvest of 1940 precluded 
any progress and the harvest prospects for 1941 are 
equally unpromising. 

Even apart from this failure in agriculture, it would 
be utterly wrong to assume that Germany had found 
the perfect system of organisation and control for a 
war economy. Admittedly, the difficulties inherent in an 
over centralized system disappeared temporarily because 
of the expansion of economic activity over the whole of 
the Continent. Even so, the expansion of State-controlled 
industry was frequently smoothed over by the restoration 
to private ownership of the less important State com- 
panies. The coal cartels were even successful in abolishing 
the Special Commissar for the coal industry and they 
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made the self-governing organisation almost supreme 
in the entire coal industry. Traditionally highly 
centralized even in peace-time, German industry has 
entered with the war another period of rapid centraliza- 
tion, which at once evoked defensive measures on the 
part of the small-scale industrialists and independent 
artizans. Shopkeepers, for example, were threatened 
with extinction because of the deliberate contraction of 
the retail trade. They were appeased by the promise 
that the consumers’ co-operative would be divided 
among them after the war. 

Germany’s most serious difficulty is, however, the 
chronic shortage of labour. It is almost impossible to 
estimate the total number employed in Germany. Official 
figures, however, make it clear that the total number of 
employed has never been substantially below the number 
employed in August, 1939. Figures relating to the 
beginning of I9g41 gave the total number of foreign 
workers (prisoners of war included) employed in Germany 
as amounting to 2,111,000. The number of additionally 
recruited Germans was given as amounting to 800,000, 
namely, 500,000 men and 300,000 women. In Greater 
Germany, not including the Polish, French and Belgian 
territories, the total number of employed amounted to 
23.7 millions at the beginning of 1941. In July, 1939, 
the total number of employed in the Old Reich only 
was 22.05 millions. Among the employed Germans 
39 per cent. were women, against 31.8 per cent. in 1936 
and 37.3 per cent. in January, 1933. The number of 
labour conscripts remained relatively small. It is, 
however, of the greatest importance that there were a 
number of quick transfers from the army to industry. 

There is no system of reserved occupations in 
Germany. Instead, military conscription has _ been 
developed into an elaborate system of military regis- 
tration. This is coupled with compulsory ‘‘ Work 
Books.” In effect, there is a combined military and in- 
dustrial registration which makes sudden transfers easily 
possible. There is, in addition, a close connection between 
certain industries and the army. The mobile repair 
shops for tanks, aeroplanes and other mechanical weapons, 
which are part of the army, are generally staffed with 
skilled workers. On the other hand, special privately- 








20 THE BANKER 


owned repair factories are in close touch with the crews 
of warships and the maintenance staffs of aerodromes 
and tanks. By this method, industry and army are 
almost interchangeable so far as repair and maintenance 
work is concerned. 

At the end of the Polish campaign the older classes of 
soldiers were at once released for war work, and younger 
classes were called up for military training. During the 
preparation for the 1940 campaigns the older classes 
were again called up. They were partly replaced by 
prisoners of war and by foreign workers, mostly from 
Poland and Czechoslovakia. After the military cam- 
paigns in 1940, demobilization for war work was_.on an 
even greater scale than in 1939. At the same time, a 
number of untrained classes were called up for military 
training. By this method, Germany was able to train 
a considerable number of classes without reducing the 
total number of workers. An actual reduction in in- 
dustrial employment must, however, have begun when 
Germany was preparing for the attack on Soviet Russia. 
At present prisoners of war and foreign workers employed 
in Germany have probably increased to some 3 millions. 
The campaign in Russia needs not only a very large 
number of fighting troops, but also a considerable labour 
force for building roads and railways. Again, no estimate 
is possible, but the increased recruiting of women since 
April, 1941, shows clearly that great numbers of men 
must have been recalled or newly called up for the 
forces. 

A casual observer might feel surprise that the problems 
of British war economy which are being discussed at 
present were already present in the German _near-war 
economy even before the war. In Germany, conscription 
and the early militarization of the entire economy under 
the Hitler régime seemed to have solved most of the basic 
problems before the war began. But the great number of 
difficulties inherent in this system could not show them- 
selves until after the war had begun, because of large 
and unexpected acquisitions of territory, productive 
capacity and man-power. It remains to be seen whether 
the German system is capable of withstanding the 
difficulties of protracted large-scale warfare. Civilian 
production has undoubtedly been sharply reduced during 
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recent months for the purpose of keeping up armament 
production during the campaign in Soviet Russia. Con- 
tinued large-scale fighting in Soviet Russia during the 
autumn and winter of 1941 will make a further increase in 
war production possible only by a new and very severe 
reduction in civilian production, in Germany as well as in 
the occupied countries. 


German War Finance 
By H. W. Singer 


(Lecturer in Economics, Manchester University) 


ERMAN civil servants and publicists like to 

describe their methods of war finance as “ silent 

finance.’’ By this they mean two different things. 
In the first place, German war finance is “ silent ’’ because 
it has not brought any spectacular departures from 
‘peace-time ’’ conditions. To view this claim—which is 
true—in its proper perspective, one has to remember that 
even in the “ peace year,’ 1938, the German Government 
disposed of 34 per cent. of the national income—a 
percentage not reached in this country up to the Dunkirk 
period. No new taxes have been introduced save for the 
insignificant exception of a speculation tax, introduced 
late in 1940 with the object of curbing Stock Exchange 
speculation. On the other hand, special war surcharges 
of 50 per cent. of the amount due were added to some of 
the existing taxes, both direct (income tax, wage tax) 
and indirect (beer, wine, spirits and tobacco). Yet the 
aggregate yield even of these special ‘‘ war surcharges ”’ 
is not much more than £300 millions* in a full year, 
equivalent to some 4 per cent. of the national income— 
a very moderate increase by the standards of our last 
War Budget. Some of the “ obsolete’ taxes with small 








* In converting marks into pounds, a rate of 12.5 marks has been 
used throughout 
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yield have even been abolished, among them the excess 
incomes tax, while the war surcharge on the wage tax 
was partially relaxed in 1940. The Minister of Finance 
gave explicit assurances that no new taxes would be 
introduced and that the existing taxes would not be 
increased. As late as August this year he declared (in 
contradiction of ‘‘ malicious rumours’’) that no capital 
levy would be introduced, neither would the existing 
property tax be increased nor savings be touched or 
confiscated. The one measure which does not fit into 
this general picture of “ silent finance ’’—an important 
exception which robs the public declarations of the 
Minister of Finance of much of their meaning—is the 
new system of profit taxation levied (since this summer), 
not by the fiscal authorities, but by the Price Commissar. 
This highly important new development will be described 
in more detail later on. The new scheme of dividend 
limitation also requires separate discussion. 

The secondary meaning of “silent finance”’ is the 
subordination of financial policy to production and price 
control. The Ministry of Finance has almost disappeared 
as a factor in war economics ; the Minister is not even 
entitled to sit in the Economic Council. The directorate of 
the Reichsbank is held in personal union with the Ministry 
of Economics. Money and finance have taken a back seat. 
This has been made possible by strict comprehensive 
control over the production of consumable goods and 
their prices. In this way, money has almost ceased to 
be a means of exchange in the normal sense. With 
prices rigidly controlled and the quantities available for 
purchase by the individual rationed, the “ rationing of 
expenditure,” which is the objective of the Kalecki plan 
and also of the Keynes plan of deferred pay, is in Germany 
already a reality. Only—and this is the interesting part— 
it has been put into effect from the production end and 
not from the money end. The result is a state of all- 
pervading liquidity as unspendable money accumulates, 
reinforced by depreciation allowances set aside and by 
the proceeds of stocks which have been liquidated and 
not replaced. It is the terrific pressure of “ excess 
money ’’—money which cannot be exchanged for goods— 
that has made possible the apparent moderation in 
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taxation discussed above. With consumption effectively 
controlled, savings became “ automatic’”’ and just as 
automatically available for State borrowing. In Germany, 
consequently, there was no need for a “‘ National Savings 
Campaign.”’ During 1940, savings deposits in savings 
banks alone increased by £650 millions ; repayments, which 
are normally equal to 80-85 per cent. of new deposits, 
dropped to no more than 40-50 per cent. of new deposits. 

This pressure of “‘ excess money”’ has enabled the 
Government to borrow almost unlimited amounts at 
falling rates of interest. Total net borrowing during 
the fiscal year 1940/41 reached the high figure of 
£3,150 millions. At the same time interest rates fell 
continuously. At the outbreak of the war, the standard 
rate on Reich loans was 4} per cent. In January, 1941, 
a 34 per cent. loan was issued at par, and the rate of 
3 per cent., which is the objective, was within sight. 
The last reduction in Bank rate (in June, 1941) brought 
this down to 2} per cent. In February, 1941, it was 
estimated that the fall in the rate of interest since the 
outbreak of war had reduced the annual charge on the 
Reich budget by {60 millions ; put in another way, the 
saving would make it possible to increase the National 
Debt by £1,500 millions (half a year’s borrowing at the 
present rate) without adding to the annual charge. 

Because of the falling rate of interest, the Government 
have not been particularly concerned about consolidating 
the hugely mounting floating debt. More than two-thirds 
of the addition to the National Debt has taken the form 
of short-term floating debt borrowing. At the same time, 
it is thought necessary to issue re-assuring statements 
from time to time about the “ harmless’’ nature of the 
rise in the National Debt. It is, of course, true that the 
debt burden in Germany is still comparatively small. 
The slate having been wiped clear by the inflation of 
1923, the National Debt per head of population is even 
now only about £75 (a third of the corresponding figure 
in England). This is equivalent only to one year’s 
National Income (as compared with two years’ in 
England). The bulk is, moreover, held internally. 

The fall in rates of interest has, incidentally, created 
serious problems for banks and insurance companies. 
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Their profit margins have been seriously narrowed, 
although on capital account they benefit from the 
continuous rise in quotations—also produced by the 
pressure of excess money—which has increased the 
index of Stock Exchange shares by almost 60 per cent. 
since the outbreak of war. 

The sources of German war finance under the present 
system can be summarized as follows: expenditure is 
at the rate of {6,000 millions a year; of this, about 
35 per cent. is covered by ordinary revenue from taxation 
and duties, 50 per cent. by borrowing, 10 per cent. by 
earnings of public enterprise and administrative fees, 
and 5 per cent. by current contributions from abroad. 
The home-financed expenditure (about £5,700) is almost 
exactly two-thirds of the domestic Notional Income. 
As civilian consumption cannot well be less than one-half 
of the National Income (at the lower German level of 
income per head, at any rate), it is clear that the present 
level of Government expenditure is partly financed from 
sources other than the current National Income, that is, 
by drafts on National Capital through the “ running 
down ”’ of productive equipment and stocks. Such “ dis- 
investment ’’ must be heavy—so heavy that it cannot be 
maintained indefinitely. Even before the war, for 
example, the standard of safety on the Reichsbahn was 
seriously reduced by the failure to renew rolling stock 
and the permanent way. 

Taking the sources of war finance one by one, we 
see that taxation has fallen below the proportion of 
50 per cent. of total expenditure which was set up as a 
“target ’’ at the outbreak of war. All the major taxes 
are distinctly buoyant—even apart from the special war 
surcharges on two of them. During the fiscal year 1940/41, 
the four direct taxes show the following increases over 
1939/40 (without war surcharges): income tax 18 per 
cent., wage tax 12.5 per cent., corporation tax 8.2 per 
cent., turnover tax 5.3 per cent. It will be seen that 
turnover tax lags behind the other taxes. This is, of 
course, due to the restrictions on civilian consumption. 
The fact that the wage tax lags behind income tax 
reflects the stringency of the “ wages stop’’ policy and 
the special abolition of overtime and Sunday pay during 
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the first year of the war, though these payments have 
now been reinstituted. Within the field of taxation, 
there is a very marked shift from indirect taxes (including 
duties) to direct taxation. Indirect taxation and duties 
do not share in the general buoyancy, revenue from them 
being practically stationary. 

The failure of indirect taxation to produce more, in 
spite of the “ war surcharges ’”’ on alcohol and tobacco, 
is due to rationing and the restrictions on consumption. 
During 1940, consumption of food is estimated to have 
declined by £350 millions and of manufactured products 
by £700 millions. The decline in receipts from duties 
is due to the dislocation of foreign trade produced by 
blockade and Allied economic warfare. Thus in the 
July-September quarter of 1940, direct taxes showed an 
increase of 23 per cent. over the previous year, whereas 
indirect taxes were down by 4 per cent. The all-over 
total of revenue from taxation has risen steadily from 
23.6 milliard marks in 1939/40 to 27 milliard marks in 
1940/41, and at least 30 milliards (£2,200 millions) in 
1941/42 (this figure is the official estimate for the 
current fiscal year, but it shows every sign of being 
exceeded ; actual revenue may well be above 31 milliards). 
As the National Income (in money) has risen more or 
less in the same proportion as revenue from taxation, 
the latter has taken an almost constant fraction—about 
30 per cent.—of the National Income over the last four 
or five years. 

The earnings of public enterprise, fees and contribu- 
tions are often overlooked in assessing the Reich budget, 
but they play an increasingly important part. This is 
partly the result of the continued expansion of public 
enterprise, largely under the auspices of the Goering 
works and Four Year Plan authorities. Partly it reflects 
the heavy contributions exacted from the local authorities 
since the outbreak of the war. Local finance has, in fact, 
been heavily drawn upon by the Central Government. 
It must also be borne in mind that the increasing scope 
of State control organs produces a heavily increased 
revenue from fees and fines of all sorts. The Price 
Commissar, for example, charges fees for any price 
determination or approval. Finally, the contribution 
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exacted from the “ Protectorate ’’—Czechoslovakia—is 
classified under this heading, as it is not earmarked 
against the cost of the army of occupation. 

Current contributions from abroad come mainly from 
two sources. These are the excess imports from occupied 
and other countries, corresponding to the heavy German 
debts run up under the various clearing agreements. 
In addition there is the “ cost of occupation ”’ levied in 
the occupied countries. The figure of 5 per cent. of total 
expenditure provided from abroad refers only to these 
current contributions of other countries to German 
war finances in the form of exports supplied on credit 
or to defray occupation costs. It does not include the 
value of the war loot taken from those countries, nor the 
value of the contribution made by foreign civilians or 
prisoners of war labouring in Germany. And this latter 
contribution is much the larger. The total number of 
foreign civilians and prisoners of war working in Germany 
now is certainly not less than 2,500,000—that is, not less 
than 20 per cent. of all men employed—most of them in 
agriculture, building, metals and coal mining. 

To complete the picture of German war finance it is 
necessary to take into account two very recent develop- 
ments: dividend limitation* and the “‘ skimming off” 
of excess profits, but these are discussed in a separate 
article. On the other hand, it may be appropriate to say 
a few words here on the controversy raging about whether 
or not there is “ inflation ’’ in Germany at present. Ger- 
man authorities point to their price indices and wage 
indices, which show only insignificant rises, and declare : 
*‘ The mark is safe ; there is no inflation.’’ Their critics 
point to the heavily increased note circulation, to the rise 


* In general, the payment of dividends in excess of 6 per cent. 
is precluded, not by a straightforward embargo but by sharply pro- 
gressive taxation of “ excess ’’ dividends, ranging up to 400 per cent. 
Companies must adjust their nominal capitalization to their effective 
working capital, taking as a basis the 1938 accounts, by writing up 
existing shares or by making bonus issues. The law gives considerable 
power to shareholders, who can claim a total income of at least go 
per cent. of the average received during the last three years. Share- 
holders who control 10 per cent. of the capital can demand the main- 
tenance of previous dividends (if the nominal capital is unchanged) 
or the creation of the capital so as to maintain total dividends. 
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in bank deposits and floating debt, and declare: ‘‘ Ger- 
many is in the middle of violent inflation.” In away, both 
are right. There is inflation in the monetary sense ; 
but as money has been effectively divested of its main 
function as the universal means of exchange, the situation 
is certainly vastly different from what it was during the 
Great Inflation of 1923. In Germany, both production and 
consumption are so strictly regulated that there is even 
less reason than in this country why an expanding 
volume of money need upset the system of war finance. 


Control of Prices, Wages and 
Profits in Germany 


(By a Special Correspondent) 


ERMAN economic policy aims at stabilizing the 
prices of civilian consumption goods as well as 
wages and at reducing the prices of armament 
production. Pre-war experience of a general price-stop, 
introduced in November, 1936, has subsequently been 
extended to a wages-stop, which was decreed at the 
beginning of the war. In 1941 this has been followed up by 
a stop on profits and dividends. The chronological order 
in which the different stops were imposed reveals that 
problems of price policy have not been eliminated in the 
German war economy, in spite of the almost complete 
rationing of civil consumption goods. The possible danger 
from a rapid increase in purchasing power was averted 
by the wages-stop. For a long time, however, it was not 
attempted to apply the “stop” principle to profits and 
dividends. 
There has been no considerable change in the whole- 
sale prices or cost of living indices since the beginning of 
the war, as will be seen from the following table : 
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Wholesale Price Cost of Living 
Total Index Total Index 





1913100 1913/14=100 
October, 1936 i 104°3 124°4 
August, 1939 - 1071 127°3 
December, 1939 .. 107°6 126-4 
December, 1940 _ .. I10°9 130°8 
March, 1941 a III‘7 132°I 


At first sight this suggests a remarkable stability. 
Since the beginning of the war the wholesale index rose 
only by 4.3 per cent. and the cost of living index by only 
3.8 per cent. Yet wholesale prices of industrial manu- 
factures advanced over the same period by 5.4 per cent. 
and the retail prices for clothing by 14.4 per cent. In 
other words, there has been a considerable divergence 
between the two sets of indices. Wage rates, on the other 
hand, have been stable ever since Hitler came to power. 
The index of hourly wages in 17 industries (1928=100) 
was 84.3 in 1940, against 83.6 in 1933 and 86.2 in 1932. 
Total weekly wages have increased, however, because of 
longer hours. 

At the beginning of the war, the simple price-stop 
had already developed into a complicated system of 
costing for industrial prices in general, and for prices 
of public orders in particular, with the object of keeping 
down the monetary cost of armaments. But the basis 
of the price-stop was constantly changing. Extractive 
industries, for example, complained of rising costs of 
production because they were working at full capacity. 
On the other hand, the most modern and efficient in- 
dustries were accused of making unjustly high profits 
for the same reason. Typical manufacturing industries, 
again, were hampered because they were compelled to 
use increasing quantities of substitute materials, which 
were more expensive than imported raw materials. 
Vertical cartels, comprising coal, steel and manufacturing 
plants, offset higher costs of production in the coal and 
iron industry by greater profits in their manufacturing 
plants. Here and there these “ differential ’’ profits were 
pooled for whole industries in the form of a levy, and the 
funds were used for the equalization of the rising prices 
of substitute materials. As the war progressed, the basis 
for price calculations was slowly changed and the original 
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datum line, the price level of October, 1936, was almost 
forgotten. It was even doubted whether the price-stop 
was still in force. In November, 1940, however, the 
Supreme Court decided that the prices of 1936 were to 
be considered maximum prices. 

Shortly afterwards, several new decrees were issued, 
the most important establishing a new system of price cal- 
culation. Every calculation had to show first the price in 
October, 1936, to which actual increases in cost since 
that date could be added. Manufacturers were com- 
pelled to keep their calculations on record, ready for an 
inspection by the price controller. This was another 
attempt at reducing the costs of armaments. Employers 
obviously had not responded to repeated appeals by the 
Government. Conditions had changed. Exporting in- 
dustries, for example, were in a more favourable position 
at the end of 1940. Export prices had been generally 
increased and import prices lowered by the fixing of 
favourable rates of exchange or by direct increases in 
export prices for coal, steel, chemicals, and other products. 
Large-scale production of substitute materials had also 
reduced their cost of production and the Government, 
confronted by the rising cost of war, was determined to 
get its armaments as cheaply as possible. Consequently, 
the policy of stabilizing prices developed into a policy 
of reducing prices. In a general way, the authorities 
demanded that profit margins must be cut, and negli- 
gence in lowering prices was declared a punishable 
offence. 

Increasing dividends, leading to boom conditions on 
the Stock Exchange, produced a heated discussion of 
the problem of war profiteering. As a result, the Govern- 
ment was compelled to enforce an effective policy of 
reducing profits by more “ stops,” namely, the general 
profit-stop and the dividend-stop.* The mere announce- 
ment of these stops, or of the policy of “‘ skimming off” 
unjust profits, resulted in a temporary slump in share 
prices. Naturally, these stops are interdependent. The 
problem of a profit-stop is, however, very complicated. 
Several months elapsed before the stops were finally 
enforced in June, 1941. On the face of it, the principle 





* See footnote to p. 26 
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is simple enough. Companies, private industrialists, and 
traders are required to investigate their costs and prices 
over a number of years. If profits exceed the level 
which has been laid down as “ normal,”’ prices must be 
reduced at once. If these ‘‘ unjust’ profits have been 
made over a number of years, the excess profits must 
be paid at once into the Treasury. It is obvious that no 
general principles can be laid down for the whole of 
industry. First of all, there is a time factor. ‘‘ Normal ”’ 
profit conditions have been reached in different industries 
at different times. Secondly, production costs differ. 
In manufacturing industry, so-cailed “‘ guiding-lines,”’ or 
profit margins, are to be fixed irrespective of any base 
period. In commerce, the profits obtained in 1937, 1938 
or the average of 1936/38 will be fixed as normal according 
to conditions in different branches. The object is clear : 
to make excess profits impossible. But in contrast with 
the position under our own 100 per cent. E.P.T., com- 
panies have been advised to reduce prices rather than to 
make excess profits first and pay them into the Treasury 
afterwards. 

Thus, it can be said that price control has gone full 
circle. At the beginning it was based on production 
costs plus necessary profits. Now it has been based on 
a fixed profit margin, which must not exceed normal 
profits. Even the German economic press expresses 
doubt whether the system will be successful. From the 
point of view of a company which formerly charged 
prices that made excess profits possible, the profit-stop, 
coupled with the dividend-stop, would naturally appear 
simply as additional taxation. The real object, however, 
is not to increase taxation, but to reduce the prices of 
armament orders, in order to minimize the amount ot 
Government borrowing which is needed. 

In contrast with the slow but steady increases in 
prices, and especially in profits, wages actually decreased 
during the first year of the war. During the early months 
the abrupt reduction of output in civilian industries 
created unemployment. The prohibition of overtime 
pay reduced weekly wages in spite of the longer working 
hours. Any additional compensation to the workers was 
in fact forbidden by law. Factories were even told to 
use the additional profits accruing from lower wages in 
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order to reduce prices. Employers generally, harassed 
by a shortage of workers, which could only gradually be 
relieved by mass retraining, nevertheless sought every 
means of giving their workers some extra incentive. 
Additional social benefits, such as works canteens, 
health treatment, and so on, were introduced. Finally, 
the Government was forced to reintroduce overtime pay, 
which was fully restored in August, 1940. The latest 
official statistics maintain that in September, 1940, 
actual wages once again reached the level of August, 
1939. Finally, the Government agreed to a policy of 
increased social benefits if these served to increase the 
war effort. Higher benefits in the social insurances 
for miners were the first to be approved. In May, rgqr, 
there followed improvements in sickness insurance ; and 
the latest measure was an increase in old age pensions. 
These concessions were, however, nothing but the 
restoration of the cuts enforced during the economic 
crisis of 1930/32. Contributions to social insurances had 
remained as high as they were before that crisis; but 
the revenues of the social insurances are invaluable for 
State borrowing. 

To sum up, therefore, it can be said that notwithstand- 
ing extensive rationing, price stabilization, the destruc- 
tion of trade union power and, indeed, the destruction of 
individual liberty of any kind, the Nazis have neverthe- 
less found it necessary to abandon the attempt at a 
wages-stop and to restore some measure of incentive to 
labour. So far as profits are concerned, the recent 
tendency has been in the opposite direction ; but as we 
have seen, doubts are publicly expressed whether this 
policy will prove successful and it is more than likely that 
the last word has not been said on this subject. 














32 ~~ THE BANKER 


. 
The Technique of 
e 
“Raubwirtschaft” 
By Paul Einzig 

HE Germans have a remarkable talent for coining 
new terms for the requirements of their propaganda. 
During recent years they have made a few im- 
portant additions to the vocabulary of the student of 
economic and — affairs. Dr. Goebbels needed a 
word to justify Germany’s claim for territories which 
could not possibly be claimed on ethnological or historical 
grounds. So the term “‘ Lebensraum ”’ (living space) was 
invented. To reinforce the economic argument in justifi- 
cation of the conquest, Dr. Goebbels put forward the 
claim that, since all other Great Powers dispose over 
vast space for the display of their economic activities, 
Germany, too, must have her vast space. So the term 
‘ Grosswirtschaftsraum ”’ (large economic sphere is the 
nearest translation) was produced. To beat her at this 
game with her own weapon, however, we, too, have 
coined a few telling terms. Outstanding among them is 
“ Raubwirtschaft,’” meaning the system of plunder 
economy by which Germany is exploiting the unfortunate 

occupied territories. 

Week after week, new evidence is forthcoming about 
the scientifically planned plunder that is going on in 
these German-occupied countries. The entire monetary 
system of German-controlled Europe has been built up 
with the sole purpose of securing for Germany the 
maximum of loot from the conquered peoples. In 
Western Europe, at any rate, the Germans are anxious 
to observe the outward forms of correct behaviour in 
their business relations with their victims. Instead of 
seizing their property, they go through the gestures of 
making payment for the goods secured. Crude con- 
fiscation is only applied in the last resort. When the 
Germans find that, in spite of the immense variety of 
tricks the currency jugglers of Berlin have devised, it is 
impossible to plunder the conquered peoples sufficiently, 
then they just revert to brute force and seize what they 
want by right of conquest. On the whole, however, 
they prefer the hypocritical and sophisticated methods 
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of robbery disguised as business transactions. 

During the last few months, the technique of ‘‘ Raub- 
wirtschaft ’’ has undergone some change. Until recently, 
the methods applied even before the war, in the course 
of the German “ peaceful penetration’’ in South- 
Eastern Europe, were applied in conquered countries, 
only to a higher degree. Each country retained its 
monetary autonomy, and trade with Germany was 
regulated by the old method of exchange clearing which 
had served Germany so well in obtaining what she 
needed from the Danubian States. The conquered 
countries were forced to accumulate large frozen Reichs- 
mark balances on their clearing accounts. Germany 
never had the least intention of liquidating these balances 
by exporting in excess of her imports from the conquered 
countries. Indeed, from a German point of view the 
very idea of wasting exports on countries from which 
Germany could import without having to make any 
payment must have appeared absurd. The original 
scheme by which some of these frozen Reichsmark 
clearing balances could be liquidated through the working 
of a multilateral clearing with Berlin as its centre has 
necessarily proved to be a failure, since all countries had 
frozen Reichsmark credit balances and none had debit 
balances on their clearing account with Germany. To 
save appearances, clearing operations of the international 
clearing office became largely confined to regulating 
financial relations between the various conquered 
countries, or between them and countries as yet un- 
conquered—but not between them and Germany. 

The tortuous brains of the currency swindlers of 
3erlin devised a new system by which it was possible to 
conceal the unflattering fact that Germany is a debtor 
to her victims. The clearing agreements have been 
liquidated, or are about to be liquidated. Exchange 
restrictions between Germany and German-controlled 
countries have been abolished. Even though the latter 
retained their own national currencies, financial inter- 
course between them and Germany was declared to be 
free. It became possible to transfer money on the basis 
of the official exchange rate. This was the situation in 
theory. Needless to say, in practice the system of “ free 
transfer ’’ worked out to the sole and one-sided advantage 
of Germany. 
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Under the new system, German importers of goods 
from conquered territories simply pay in Reichsmarks, 
just as if they were buying in the territory of the Reich 
itself. The exporters sell their Reichsmarks to their 
banks, which in turn sell them to their domestic Central 
Bank, on the basis of the official exchange rate. On the 
basis of this arrangement it has become possible for the 
Germans to buy up everything in conquered countries 
as a matter of routine. In theory, the conquered peoples 
are also in a position to make unlimited purchases in 
Germany ; but in practice they are only allowed to buy 
what the Germans are prepared to sell them. Either the 
goods they want are discovered to be unobtainable, or 
no licence can be granted for their export, or there are 
no transport facilities available. Under the new system, 
trade between Germany and her victims has become even 
more a one-way street than ever before. 


From the point of view of prestige—at any rate as 
the word is interpreted in Germany—the advantage of 
the new system compared with the old is that there is 
no need for Germany to undergo the indignity of 
admitting the existence of frozen debts to the conquered 
countries. The jailer who owes money to his prisoners 
cuts a very poor figure indeed. While Germany wants to 
continue owing money to her prisoners, and even to 
increase her indebtedness to them, she does not wish to 
continue to appear in the role of debtor. In substance, 
the situation remains unchanged ; the only difference is 
that the frozen Reichsmark balances no longer accumulate 
on clearing accounts, but on the accounts of Central 
Banks with the Reichsbank. These frozen Reichsmarks 
have in consequence been raised to the dignity of foreign 
exchange reserves. Thus the Central Banks under 
German or local Nazi control are able to announce 
proudly an increase in their foreign assets, claiming this 
to result in a strengthening of their technical position. 
In reality, every child knows that the increase in their 
“foreign exchange’’ reserve is almost entirely due to 
the increase in their frozen Reichsmark balances. But, 
thanks to this technical trick, Germany no longer appears 
quite so blatantly as a defaulting debtor to her victims. 


One of the net results of the German plunder economy 
in conquered countries, then, has been the increase of 
the frozen Reichsmark balances of the Central Banks of 


“RAUBWIRTSCHAFT ” 35 


these countries. These Central Banks, Nazi-managed 
though they are, are far from pleased by this develop- 
ment, and are anxious to rid themselves of their precious 
“foreign exchange reserves.’’ Considerable efforts are 
made to induce the nationals of conquered countries to 
invest their capital in Germany, as in doing so they would 
contribute towards the reduction of the Reichsmark 
balance of their Central Bank. Needless to say, the 
citizens of these countries are utterly unwilling to follow 
this interested advice. Indeed, there is a strong demand 
for local securities, on the sound reasoning that after 
Germany’s defeat these may retain their value, whereas 
German securities will certainly become worthless. While 
the conquered peoples are unwilling to buy German 
securities, the Germans, for their part, are buying up the 
shares of industrial concerns in conquered territory. 
Under the new system, they can do so by simply paying 
in Reichsmarks. In other words, the result of their 
“investment ”’ is simply a further increase in the amount 
of the frozen Reichsmark balances held by the Central 
Banks of the conquered countries. Another factor 
working in the same direction is the exploitation of labour 
in Plunderland in favour of Germany. Millions of work- 
men from conquered territories have been forced to work 
in the Reich. A certain percentage of their wages 1s 
paid to their families left behind in conquered territories. 
Naturally, the “‘ payment ”’ is made by Germany only in 
Reichsmarks, and it is the local banking system which 
creates the actual purchasing power exercised by the 
beneficiaries. Thus these amounts also contribute 
towards the increase of the Central Banks’ frozen Reichs- 
mark balances, while the payment for the labour of 
the foreign workers in Germany comes out of the forced 
savings produced by inflation in the occupied countries. 

It remains to be seen whether the new device has 
come tostay, or whether Germany will invent even more 
ingenious monetary devices for the scientific plunder of 
her victims. In any event, the conquered countries are 
condemned to the lowly role of Germany’s ‘‘ Raubwirt- 
schaftsraum ”’ to be exploited at will. The precise tech- 
nique employed is a mere matter of detail. Germany will 
take all she wants, and will always find a convenient 
formula to suit her purpose. 
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A Working Code for Lease-Lend 


WO months ago THE BANKER pointed out that, as 
a logical implication of the Lease-Lend system, 
“exports in dollars become subject to the same 
considerations which formerly applied only to exports 
within the sterling area’’ and that “on all counts . 
there would seem to be good justification for a suspension 
of the export drive.” Even at that time, it was already 
apparent from the extreme difficulty experienced by 
exporters in obtaining raw materials and export licences 
that in practice the export drive, even in its later “ selec- 
tive’ version, had, in fact, been as good as abandoned. 
Yet exporters as a body were left almost completely in 
the dark about this major change in policy. Officially, 
the principle of the export drive had never been repu- 
diated ; and the most helpful contribution which respon- 
sible quarters could bring themselves to make towards 
the elucidation of their policy on a matter of vital concern 
to thousands of traders was to reiterate in season and 
out that “ our need for dollars remains very great.” 
During the past month, this vow of silence has at 
last been broken, and the official attitude to exports in 
this latest phase (which really began six months ago 
with the passage of the Lease-Lend Act) has been summed 
up in a formula which reveals a striking change of 
emphasis compared with all previous announcements. 
“Owing to the need to devote all available capacity 
and manpower to war production,” exporters have 
finally been told, ‘“‘ the United Kingdom export trade is 
restricted to the irreducible minimum necessary to 
supply or obtain materials essential to the war effort... . 
While the export policy of the Government must still be 
to maintain such export trade as is possible, it must be a 
trade properly directed to sustain the war effort, and so 
controlled as not to allow of the use of Lend-Lease 
materials to facilitate competition with the United 
States.”” The latter qualification is of greater importance 
than might be supposed at first sight ; for the occasion 
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which ultimately evoked the announcement of the new 
policy—with an indication of still more stringent restric- 
tions on exports to come—was the publication of a White 
Paper containing the British Government’s assurance 
that Lease-Lend “materials had been and would be used 
for the war effort and the war effort alone. 

Though American interests were known to have 
voiced complaints that Lease-Lend materials had been 
incorporated in exports sold in competition with United 
States products, it probably came as a surprise to most 
people in this country that the two Governments should 
have considered these accusations sufficiently serious to 
demand so emphatic a repudiation. The allocation of 
raw materials is, of course, directly controlled by the 
Government, and it is unthinkable that our authorities 
would knowingly connive at any abuse of Lease-Lend 
facilities for the maintenance of our export trade, still 
less expanding it at the expense of American exporters. 
There can be no doubt that the complaints of abuse 
have been three parts deliberate Nazi propaganda to 
me part of honest misunderstanding. 

Nevertheless, it is evident from the White Paper 
itself that it is no simple matter to devise a satisfactory 
code of principles for the use of Lend-Lease supplies, and 
there may well have been instances tending to create a 
misleading impression. In particular, it is pointed out 
that: ‘‘ Because industry must lay its plans many 
months ahead, it will doubtless happen that some goods 
will arrive in the United States and South American 
markets in the days of Lease-Lend, the deliv ery of which 
was planned in the days of cash-and-carry.” It goes 
without saying that, even so, American exporters would 
be inclined to view such exports with some disfavour. 
Indeed, they might be considered justified under present 
conditions in raising objections to any British exports 
over and above that “ irreducible minimum ” essential to 
the war effort. In recent months, American export 
trade has itself been impeded to some extent by restric- 
tions aimed at conserving for defence purposes raw 
materials in short supply. 

Quite apart from Lease-Lend, therefore, if this country 
was maintaining an active export trade, it would be 
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natural and legitimate for exporters in America, which 
is not yet at war, to ask why their activities should be 
restricted. To the demand that we should set aside 
all other considerations and devote all our resources 
single-mindedly to the war effort, there can be only one 
answer which would be deemed satisfactory on either 
side of the Atlantic: that we are in fact doing so, and 
that any exports which continue serve the purposes of 
the war effort itself and are not intended to safeguard 
our post-war position by trading for the sake of trade, 
in order to keep our overseas connections alive. 

It is true that if the United States economy was as 
fully geared to war production as our own, then America 
would be in no better position than ourselves to carry 
on a competitive rivalry in export. But until this 
position is attained, it is clear that any grievance on the 
ground of unnecessary export would be magnified a 
thousandfold if there were any real reason for suspicion 
that competitive trade was being carried on with the 
aid of material supplied at the expense of the U.S. tax- 
payer and exclusively for purposes of defence. In silen- 
cing any recriminations of this kind once and for all, the 
White Paper will serve a most valuable purpose, for 
the practical rules of procedure which have been worked 
out should prevent any further misunderstanding in the 
future. The code which is to govern the legitimate use 
of Lease-Lend materials is summed up in the following 
rules : 

(i) No materials of a type the use of which is being 
restricted in the United States on the grounds of short 
supply, and of which we obtain supplies from the United 
States, either by payment or on Lease-Lend terms, will 
be used in exports with the exception of the following 
special cases :— 

(a2) Material which is needed overseas in connec- 
tion with supplies essential to the war effort for 
ourselves and our Allies, and which cannot be 
obtained from the United States. 


(b) Small quantities of such materials needed as 
minor though essential components of exports which 
otherwise are composed of materials not in short 
supply in the United States. 


! 
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(c) Repair parts for British machinery and plant 
now in use, and machinery and plant needed to 
complete installations now under construction, so 
long as they have already been contracted for. 

(ii) Materials similar to those being provided under 
Lend-Lease which are not in short supply in the United 
States will not be used for export in quantities greater 
than those which we ourselves produce or buy from any 
source. 

These principles surely represent a very sensible and 
reasonable way of dealing with a rather delicate problem. 
They may perhaps be regarded as a practical compromise 
between two extreme ways of looking at the question. 
It is not for a moment suggested that there is any 
basic difference of attitude between the British Govern- 
ment and the U.S. Administration ; this is not a question 
of bargaining or negotiation but of friendly co-operation 
towards a common end. Nevertheless, from the extreme 
‘‘ British’ angle, it might be suggested that Lease-Lend 
supplies should be treated in the same way as any other 
contribution towards the national war effort, and their 
disposition left at the unfettered discretion of the British 
Government, who could be trusted to see that this 
valuable aid was used in the manner intended. The 
drawback to this approach, which might well have been 
acceptable to the U.S. Administration, is, as we have 
seen, that it would have left the door open to Nazi 
propaganda, exploiting the real or imaginary grievances 
of sectional interests in the United States. 

From the extreme “American ’”’ angle, on the other 
hand, it might have been contended that, since Lease- 
Lend supplies were intended for defence, the best way of 
ensuring that they were used for this object alone would 
be to prohibit the export, not only of any actual Lease- 
Lend materials, but also of any materials of the same 
kind which might have been released for export by the 
substitution of Lease-Lend materials in domestic use. 
Even if so sweeping a restraint on our freedom of action 
were acceptable, as it could scarcely hope to be, it would 
have the drawback of impeding that small remaining 
volume of legitimate exports which are just as essential 
to the common war effort as actual defence production. 
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It would be uneconomic as well as inequitable if we were 
debarred from exporting, for example, anything at all 
containing steel, simply because we are receiving some 
steel on Lease- Lend terms. On the other hand, American 
exporters must have no reason for suspecting that Lease- 
Lend materials are being substituted in domestic use for 
materials which we have produced at home or acquired 
by purchase abroad, thus releasing the latter for exports 
in excess of the “ irreducible minimum.”’ 

These conflicting objectives seem to be admirably 
reconciled in the formula which has been agreed upon. 
It will be noted that paragraph (i) deals with “Lease- Lend 
materials which are in short supply, and therefore to 
some extent denied to American exporters, and para- 
graph (ii) with Lease-Lend materials which are not in 
short supply in the United States, of which cotton can 
be the only important instance. Under the first head, 
it will be seen that as a gene ral rule the export of these 

‘ short-supply ”’ mater ials j is prohibited, whether we have 
acquired them by payment or on Lease-Lend terms. 
The first exception to this over-riding rule (namely, 
material needed overseas for our own war effort or that 
of our Allies) is hardly controversial, since it is merely 
equivalent to passing on the benefits of Lease-Lend to 
others engaged in the common war effort, though it will 
be noted that where these supplies can be obtained direct 
from the United States it is apparently intended that 
they should be. It is exceptions (4) and (c) which establish 
the really important points of principle. Lease-Lend 
materials may be re-exported if they form essential 
components of exports otherwise composed of materials 
not in short supply in the United States ; in other words, 
if the “‘ conversion factor ”’ in this new sense is sufficiently 
high and it is chiefly the product of our own resources 
which are being exported. Secondly, we may re- -export 
Lease-Lend goods if they are required for the servicing 
of British machinery in use abroad or for the completion 
of installations now under construction—in other words, 
if this is necessary to enable us to fulfil our general 
obligations to our overseas customers. 

Finally, in the case of materials not in_ short 
supply in the United States—in practice, cotton 
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the object is clearly to see that there is not on balance 
any net re-export of Lease-Lend supplies. Our total 
export of cotton must not exceed the quantity which 
we buy from any source ; but we are apparently allowed 
to export some goods containing American as well as 
other cottons, providing the American cotton exported 
is offset by an equivalent domestic consumption of, say, 
Egyptian cotton. In this arrangement, there are obvious 
considerable technical advantages. To put the basic 
principle into effect undoubtedly involves some knotty 
questions of definition—what is a “‘ quantity ” of cotton ? 
—but these are minor complications. 

In all this, there should be little to preclude exports 
which would otherwise be legitimate on any reasonable 
view of the function of exports in a war economy. It is 
not the fact that we are receiving supplies on Lease-Lend 
terms whicli necessitates the restriction of exports to the 
“irreducible minimum,” but the general principles of 
war organisation. l*‘rom the very beginning, the basic 
principle underlying export policy has been that exports 
must be regarded me rely as an indirect means of obtaining 
war supplies, preferable to the diversion of export 
industries to direct war production only so long as this 
indirect method could offer the larger contribution to 
the war effort. In the early stages of the war, the argu- 
ments were overwhelmingly in favour not merely of a 
maintenance but of an expansion of exports, because at 
that time the alternative to using resources for export 
would in many cases have been either to allow them to 
lie idle or to continue using them for inessential civil 
production. At that time, too, there were a large number 
of non-belligerent countries from whom we could hope 
to obtain essential supplies, and who could not be ex- 
pected to accept only sterling in payment, but to some 
extent would demand actual exports in exchange. With 
this large field available for trade, moreover, there was 
a good chance that the proceeds of export trade would 
so appreciably reduce the drain on our exchange reserves 
as to enable us to continue financing the war “long after 
these assets would otherwise have been exhausted. 

This favourable setting for an export drive has since 
been completely changed by three developments. The 
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first was the severance of Continental markets by the 
German occupation. The second was the increasing 
pressure on shipping space. This reduces the potential 
advantage of exports as a means of securing war supplies, 
because this indirect method involves a treble voyage 
(an import of raw materials, an export of finished goods 
and only in the third place, an import of the actual 
supplies which are needed); and with shipping space 
as the increasingly scarce factor it may become worth 
while to incur the cost—in capital expenditure and 
possible loss of productivity—through diverting export 
capacity to direct war production. The third and final 
factor was, of course, the passage of the Lease-Lend Act, 
which virtually brings the United States economy 
within the area participating in the common democratic 
war effort. Though our dollar commitments remain 
large, they are now of an order which can be covered out 
of our current gold production and our remaining ex- 
change resources. Thus, dollar-earning exports now 
become subject to the same considerations which formerly 
applied only to exports within the sterling area: namely, 
that to be of advantage to the common war effort they 
must be essential to the importing country. 

Finally, it is axiomatic that exports to the remaining 
neutral countries must be restricted to the minimum 
necessary to obtain essential supplies. If these can be 
obtained on credit (for example, if Argentina is willing 
to accumulate sterling), then it is desirable to take 
advantage of this credit rather than to pay for supplies 
by using current resources to produce exports. If it is 
found necessary still further to reduce the volume of our 
exports, then it is for these more fundamental reasons 
and not on account of any technical disability imposed 
upon us by the Lease-Lend system. The restriction of 
exports is not a penalty attaching to Lease-Lend, but 
merely one of the ways in which this system assists our 
war effort. To be sure, it cannot be palatable for British 
traders to be forced to surrender overseas connections 
which would undoubtedly be of the utmost value after the 
war, when this country will have greater need of exports 
than ever before. Nevertheless, this loss of markets which 
it may be difficult or even impossible to recapture, has 
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to be accepted as part of the inescapable cost of the war— 
the running down of capita! in the form of trading good- 
will, just as we are drawing upon capital and failing to 
make good depreciation at home and by drawing upon 
our gold and other exchange resources. In any case, it 
is probable that the extreme concern which this process 
causes in the minds of many exporters is largely due to 
the wildly exaggerated fears which are entertained as to 
the post-war position. Undoubtedly, the post-war situa- 
tion will present many problems; but the problem, as 
we have tried to show on previous occasions, is definitely 
a manageable one if it is tackled with reasonable in- 
telligence. To talk about inevitable “ catastrophe ’’ and 
‘“‘ collapse ’’ is merely irresponsible. 


Inflation, Wages and Rationing 
By M. Kalecki 


(Of the Oxford Institute of Statistics, author of the well-known 
plan for rationing expenditure) 


P l “HE inflation controversy that has been in progress 
ever since war began was recently carried a stage 
farther by the White Paper on Price Stabilisation 

and Industrial Policy, which in effect advocated stabiliza- 

tion of wages as the remedy. My object in this article 
will be to examine this proposal and to advocate com- 
prehensive rationing as a preferable alternative. The 
problem of inflation arises in war-time because the 
volume of employment is maintained or even increased, 
whereas the output of consumption goods falls consider- 
ably, partly because manpower must be diverted from 
civil to armament production, partly because of difficul- 
ties in importing food and raw materials. Thus, unless the 
consumption of those other than wage-earners is reduced 

(to the full extent of the decline in consumption goods 

output, or even more), the amount of goods purchased 

by workers for their hourly wage must fall. Conse- 
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quently, prices rise in relation to wages so as to equili- 
brate the demand for and supply of consumption goods. 
In an endeavour to restore the previous level of real 
wages, the workers demand higher money wages, which 
leads to the “ vicious spiral ’ ”_ not, it will be noted, 
as the cause, but only as a symptom of inflation, in the 
sense of a deficiency of goods relatively to the volume 
of purchasing power. 

What happens in this situation if money wage rates 
are stabilized ? Prices must increase in the first instance 
up to the point at which real wage rates are reduced 
sufficiently to equate the demand for consumption goods 
to their supply. 3ut because wages are kept stable no 
subse;uent rise of prices ensues. Real wages are reduced, 
but this no longer sets in operation the “ vicious spiral.”’ 
It is important to notice that real wages will not be 
stabilized at the lower level they first reach. Any further 
fall in the supply of consumption goods will automatically 

cause a further decline in real wages. If, for instance, 
the deficiency in the output of consumption goods is at 
first made good to a certain extent by depletion of stocks, 
the rise in prices and fall in real wages may be moderate. 
But after stocks are exhausted, prices must rise to a level 
which equalizes demand and current output. Or if 
because of increased difficulties of oe food there 
is a further fall in supplies, real wages decline again 
correspondingly. 

Thus both Jaisser-faire inflation and stabilization of 
money wages will have this in common: that the lower 
income grades are hit, and it is the reduction in their 
consumption which keeps in balance the demand for and 
supply of consumption goods. This is not only an evil 
in itself, but it tends also to reduce the productivity of 
labour both in the war sector and in consumption goods 
industries. There is consequently a danger that the 
war effort is impaired and the output of consumption 
goods falls further still, causing an additional rise in 
prices and fall in real wages. 

It is sometimes assumed that inflation may be stopped 
directly by an all-round control of prices. No decrees 
about prices can, however, increase the supply of goods. 
The outcome of price-fixing measures is either that 
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prices continue to rise illegally or that the discrepancy 
between demand and supply is reflected in a shortage 
of goods and queues. Inflation still exists, but its shape 
is altered. In this form it victimizes chiefly the people 
who have no time—or servants—to make the best of 
the state of haphazard distribution: in other words, 
those who work hard and have low incomes. That such 
a state of affairs is detrimental to the war effort need 
hardly be pointed out. 
All this leads us to rationing as the true remedy 
gainst inflation. Comprehensive rationing of goods in 
short supply avoids rising prices, depletion of stocks 
and also haphazard distribution. For demand is now 
adjusted to supply by the direct curtailment of ex- 
penditure. And in contrast with the position under 
laisser-faive inflation, wage stabilization, or price control 
without rationing, the largest cut in consumption is 
exacted from those with the highest standard of living. 
Of course, rationing of all goods by description would 
be quite impracticable. However, the purpose may be 
achieved grosso modo by rationing retail spending in the 
aggregate. This was the essence of my plan, the final 
version of which was presented at the beginning of this 
year.+ Since that time, the piecemeal rationing of food 
has been conside rably extended and rationing of clothing 
introduced. To superimpose rationing of “total retail 
expenditure upon the amount of piecemeal rationing now 
in existence would create a system of great complexity, 
because for a wide range of goods two types ef coupons 
would have to be surrendered. I have therefore 
suggestedt that the rationing of expenditure should now 
be used for closing the gaps in the existing rationing 
system. 
' The most important of these gaps are unrationed 
food—which still represents two-thirds of the total 
expenditure on food—drink, and tobacco. Rationing 
of joint retail expenditure on these items would have 
two important advantages over a further extension of 
alii rationing in this field: first, further additions 





+B ullet tin of the Oxford Institute of Statistics, Vol. 3 No. 
‘ Ibid Vol. 3 No. 12. 
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to the list of rationed foodstuffs would render the ration- 
ing system very complicated and cumbrous ; secondly, 
and more important still, whereas the commodities so 
far rationed are universally consumed, this is not the 
case for many of the commodities at present unrationed. 
It is, therefore, important to secure freedom of choice 
in consumption of these remaining goods. 

The control of rationing by value is in general more 
difficult than rationing by weight or points, because of 
differences in wholesale and retail prices. However, in 
the case of food, drink and tobacco this difficulty may 
be easily overcome, since in this field most retail prices 
have a uniform level all over the country. It is, therefore, 
possible to enforce the following rule: when the shop- 
keeper buys these goods from the wholesaler or manu- 
facturer he must surrender coupons for the amount 
representing their retail value. In this way, rationing 
by value would operate much like rationing by points, 
and could be organized by the Ministry of Food and the 
Board of Trade on the same lines as the rationing schemes 
now in existence. 

The value of the “‘ expenditure ration ’’ to cover food 
not rationed specifically, drink and tobacco, must be 
fixed at such a level that: (i) running down of stocks 
ceases ; (ii) prices in general cease to rise and in the case 
of such commodities where the price advance up to 
now has been very sharp should actually fall ; (iii) acute 
shortages, queues and so on should become uncommon. 
Restaurant meals must be included in food rationing, 
but the total value of coupons surrendered should be 
equal not to the price of the meal—which includes the 
cost of cooking and all the other services involved—but 
to the retail value of the ingredients. In addition, I 
suggest : (i) supplementing the point rationing of clothes 
and footwear by prohibiting the manufacture (or import) 
of goods over a certain price limit, which would render 
rationing by points rather more similar to rationing 
by value ; (ii) the immediate introduction of a stringent 
combined point rationing of coal, gas and electricity. 

Finally, I propose the following solution to the 
problem of people with low incomes being unable to 
purchase the full ration. The Government should 
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declare that it will buy unused coupons of every descrip- 
tion at the values to which they relate (in the case of 
point coupons for clothes and footwear their ‘‘ average ”’ 
value would be paid). As a result, anyone unable to use 
a certain part of his coupons because his income is too 
small would be able to sell half of the unused coupons 
to the Government, and so obtain the wherewithal for 
using the other half. In this way, allowances are granted 
automatically to the lower income groups, while at the 
same time the transfer of their coupons to richer people 
by sale on a black market is prevented. This scheme 
implies, it is true, a certain increase in Government 
expenditure, but every coupon bought by the Govern- 
ment makes sure that the consumption of rationed goods 
will be to that extent below the level corresponding to 
full use of coupons issued. 

The above measures would, I believe, create a fairly 
comprehensive and equitable system of distributing goods 
in short supply, though it would probably be desirable 
to include in the rationing system some additional 
categories of non-food goods and services. On the other 
hand the scheme outlined would probably give rise to 
objections of various kinds. It might first be asked why 
it is necessary to curtail expenditure on consumption 
by the troublesome means of comprehensive rationing. 
Could not income tax or Mr. Keynes’ plan do the job ? 
The answer to this is that an increase in income tax or 
the imposition of ‘“ blocked saving ’’ may result chiefly 
in a reduction in “ free saving’’ or even in dissaving. 
Still more important, perhaps, is that even if expenditure 
is curtailed, this may happen in an unhelpful way: for 
example, people may spend less, say, on entertainment 
and education, whereas it is food which is actually scarce. 
To achieve the same result as the direct rationing of 
food expenditure by taxation or any other indirect 
methods is for these reasons impossible. 

Another question is: what will be the repercussion of 
possible wage increases on the system of comprehensive 
rationing ? It must first be emphasised that what drives 
wages up in the “ vicious spiral ’’ is the rise in the cost 


§ Such a black market already exists in clothing coupons. 
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of living. Once this problem has been tackled by com- 
prehensive rationing, the rise in wages will have the 
character of adjustments and thus will be on a moderate 
‘peace-time’”’ scale. Further, wage increases could 
then affect the demand for goods in scarce supply only 
in so far as they made possible a fuller use of their rations 
by the lower income groups. This might conceivably 
entail some reduction in the general ration. But if the 
system of granting allowances by buying up of unused 
coupons is adopted, such changes could be only small. 
In other words, the problem of a rise in wages is to a 
great extent divorced from that of the demand for goods 
in scarce supply. 

There still remains to be considered, however, the 
influence of a rise in wages on prices via costs. But this 
is only a special case of a more general problem ; a rise 
in the price of foreign raw materials would create exactly 
the same difficulties. It is here that the policy of price 
control and subsidies may play its proper part. While 
these measures cannot solve the problem of inflation 
arising out of the scarce supply of goods, they may be 
used effectiv ely to prevent price increases coming not 
from the demand, but from the cost, side. Lastly, it may 
be objected that comprehensive rationing considerably 
reduces the incentive to work harder or more efficiently, 
because it makes it impossible to spend earnings over a 
certain limit. It must be noticed first that there still 
remains the accumulation of savings as an incentive, 
and that a certain range of goods, and particularly 
services, would remain unrationed. In addition, however, 
the incentive may be strengthened by differential ration- 
ing. It has now been officially recognised that heavy 
workers need higher food rations. A more refined 
differentiation could be introduced in addition based upon 
working time, etc. Nor would there be anything to 
prevent the introduction of non-food coupon premia 
for extra work or more efficient work. It is finally 
important to stress that comprehensive rationing of food 
would remove those obstacles to work which at present 
result from shortages and queues. 





49 





Banking and Finance in the 


Soviet Union 


By W. B. Reddaway 


(Fellow of Clare College and Author of ‘‘ The Russian 
Financial System ’’) 


HE functions which a financial system should 

perform depend essentially on the nature of the 

society in which it has to operate, and on the 
objectives which that society is seeking to obtain. 
Everybody knows that since the Revolution in 1917 
conditions in the U.S.S.R. have been very different from 
those which have prevailed in any other country, either 
now or inthe past. We should not be surprised, therefore, 
to find that their financial arrangements have shown a 
corresponding difference ; and as Soviet conditions and 
policy have changed very considerably from the chaos 
which prevailed during 1917-1921, with its civil war and 
general disorganisation, we should not be surprised to 
find that the financial arrangements have been far from 
static. 

Some people have even gone so far as to wonder 
whether anything even remotely resembling an ordinary 
monetary or financial system is needed in Russia at all. 
Where all industry belongs to the State, and agriculture 
and distribution are so closely controlled that they can 
almost be regarded as falling into the same category, 
what need is there of money? If everything is to be 
planned, will not the plan simply play the role of the 
commander of a party wrecked on a Pacific island, and 
lay down what everybody is to do and how the fruits of 
their combined labours are to be divided ? 

This extreme position was virtually adopted by many 
Bolsheviks in the initial period known as War Com- 
munism (1918-1921). The Bolsheviks then went a long 
way on the road towards abolishing the use of money 
altogether : wages were paid largely in kind, or in 
ration tickets, entitling the worker to collect certain 
articles from co-operative or municipal ‘‘ shops,’’ and 
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money settlements were abolished between the different 
enterprises, nominally in favour of book entries. Peasants 
were legally bound to deliver all produce in excess of 
their own requirements in return for a purely nominal 
money price and a theoretical right to receive industrial 
goods. Payments for utility services, such as trams or 
electricity, were abolished. And so on. 

It would be quite unfair to pass any final judgment on 
the feasibility of such a system merely on the evidence 
of this unhappy period. Everything at the time was in 
a state of upheaval and disorder, and no monetary 
system could have produced good results. Nevertheless, 
it may perhaps be considered significant that the Soviet 
rulers have never really tried to abolish money again, 
even though at times they have paid lip-service to the 
ideal of a moneyless State. The simple fact is that no 
planning authority could ever hope to lay down exactly 
what each one of the 170 million people under its control 
was to do on each day of the year, or arrange exactly 
how much of everything he was to consume. Even if it 
could draw up such a plan, and its commands were 
obeyed unquestioningly, some chance disturbance would 
be bound to upset it. The first essential of any planned 
economic system is a means of delegating authority, of 
arranging a suitable allocation of powers and of re- 
sponsibility, so that only the broadest issues of policy 
have to be settled at the top, and there is a hierarchy of 
lesser authorities, each with the task of filling in more of 
the details and each responsible for its own share. And 
the second essential feature is that there should be some 
means of checking up on the efficiency of each part 
separately, so that faults may be located and dealt with 
appropriately. 

It is in facilitating this delegation of authority and 
responsibility that the Soviet financial arrangements 
fulfil one of their most important functions. The general 
principle is to set up independent financial units in 
industry whose efficiency can be judged mainly by a 
financial test—the ordinary profit and loss account. 
These units are not, of course, independent in the sense 
that they can do just what they like, still less that they 
are privately owned ; the State owns their entire capital, 
and they are subject to instructions from higher au- 
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thorities on matters of broad policy. But the managers 
are responsible for all matters of internal working, and 
know, broadly speaking, that they will not be called to 
account for their internal arrangements so long as their 
results (as shown in the accounts) are satisfactory. 
Similarly, if the enterprise is to be expanded, the manager 
will not be told just exactly what is to be done down to 
the last nut and bolt, but will be given command over a 
certain amount of productive resources in general, 
the shape of a sum of money, and given more or less of 
a free hand in his use of this, so long as he keeps within 
the framework of the plan. 

How, then, are these results secured? The main 
principles are as follows: The individual factory, mine, 
or whatever it may be, is, of course, the basic unit for 
most financial purposes, but for some they are grouped 
together into trusts, each one of which would cover a 
group of factories in the same industry. A price-fixing 
commission lays down prices for the products, so cal- 
culated that if the average enterprise is run with normal 
or reasonable efficiency, then it will cover its costs 
(including depreciation) and make a normal profit. 
Since some enterprises are bound to be more efficient 
than the average and others less efficient, owing to the 
nature of the machinery with which they are equipped, 
or some other cause outside the manager’s control, no 
single price could be fair if it applied to all of them, but 
it is left to the trust to make its own internal arrange- 
ments. The individual factories sell their products 
through the trust’s selling organisation, and this can 
credit them with any sum which the trust considers 
appropriate. In this way the financial check is applied 
in two stages: the trust must see that the average cost 
of production does not exceed that allowed by the price- 
fixing commission ; and the individual enterprise must 
keep its cost down to the level allowed by the trust. 

So much for what might be called the control of 
efficiency of current operations. The planners also want 
to be able to control the accumulation of stocks by 
individual enterprises and all forms of capital develop- 
ment. The former task is achieved by giving each enter- 
prise only enough capital of its own to cover its fixed 
plant, etc., together with its minimum requirements of 
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working capital. For anything more it must, therefore, 
obtain finance from elsewhere. But no State enterprise 
is allowed to give credit to another, even if it wanted to, 
and there is only one source of short-term credit—the 
Gosbank (i.e., State Bank). This institution thus has a 
key position in enforcing financial discipline. The amount 
of credit which it may allow to each enterprise, and even 
the broad purposes for which this may be granted, are 
laid down in the “ financial plan,’’ which is prepared as 
a sort of supplement or complement to the production 
plan which governs all industry. Any enterprise which 
started accumulating unnecessary stocks as a precaution 
against a shortage ‘(thereby aggravating the shortage) 
would soon come up against a financial barrier. Similarly, 
any enterprise which started making losses would not be 
able to conceal these for any length of time, because they 
would have to be financed somehow, and the plan 
naturally makes no provision for loans to cover losses. 
To tighten up this control, enterprises have to show that 
their working capital really is intact when applying even 
for legitimate credits. The Gosbank thus combines some 
of the functions of Treasury watchdog with those of the 
accounts department of the whole of industry, setting off 
debts due between all the various enterprises. 

Financial control of capital development is secured by 
an almost complete centralization of all the available 
funds, including funds for major replacements. The use 
to which these funds shall be put is naturally decided by 
“the plan.’”” The actual distribution of the funds is 
usually entrusted to one of the so-called long-term banks, 
but the process is far more similar to the investment of 
surplus funds by a giant concern in extending one of 
its branches than anything which we should call banking. 
Where the recipient enterprise is a State-owned concern, 
the money is really a free grant of additional capital to 
correspond with increased needs; it is not repayable, 
nor is it interest-bearing, though amortisation funds 
must be set up to write off the plant as it wears out, and 
the State takes a part of any extra profits. Where the 
money is wanted by a municipality or a co-operative, 
interest may be charged and repayment demanded. In 
general, however, the m main functions of the long-term 
bank are simply to see that the money is used in accord- 
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ance with the plan. Their role is that of supervising 
agents and auditors for the Government, rather than 
bankers. 

What are the principal sources of these funds for 
capital development ? By far the most important is the 
budget. On purely income account this invariably shows 
a very large surplus, which represents the collective 
saving of the inhabitants of the U.S.S.R. This surplus, 
together with the proceeds from State loans, which are 
continuously on tap, and to which every good citizen 
must subscribe something, is available for investment in 
any branch of industry, trade or agriculture as the 
planners may decide. Besides this, there are the de- 
preciation funds which industry must set aside, usually 
in the form of non-withdrawable, non-interest-bearing 
“deposits ’’ with the appropriate long-term bank, and 
also the profits which the various enterprises put to 
reserve. These two sources combined, however, provide 
less than half what is obtained from the budget. 

How does it come about that the budget so regularly 
shows such large surpluses on income account (sometimes 
nearly half the total revenue) ? The answer is that the 
State has control of all the key points, and so can very 
easily decide what proportion of the national income may 
be consumed, and can collect the remainder for its own 
use. It really makes very little difference what particular 
financial device the Government uses to produce this 
result. It owns nearly all the industrial goods which 
the public want to buy, it obtains possession of most of 
the agricultural products on its own terms, and it is 
virtually the only employer of labour, so that it can fix 
both the level of wages and the level of prices. And the 
difference between the final price charged to the consumer 
and total costs other than taxes must accrue to the State 
in one form or another. To look at the matter from a 
slightly different point of view, the State decides how 
much of the nation’s productive resources are to be used 
for turning out consumption goods, and the people have 
virtually nothing to do with their money income except 
use it to buy these goods or lend it to the State. If they 
seek to spend more of it, the State will in general either 
put up prices or leave some demand unsatisfied. It could, 
of course, impose direct taxation, such as a stiff income 
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tax, and so collect the money in that way, but in practice 
direct taxes are of little importance except as a political 
weapon—for example, against peasants who will not 
enter collective farms, and in the shape of very heavy 
death duties to prevent the passing-on of large fortunes. 

The actual method used to raise most of the revenue 
is the turnover tax. In principle this rather resembles 
the British purchase tax, in that the aim is to charge it 
as a rule only once on each article, but there are a con- 
siderable number of anomalies. The tax is paid by the 
selling organisations of the trusts, and the rate varies 
very greatly indeed as between different commodities, 
that on some commodities resembling our tobacco duties 
in being the major component of the final price. When 
the State for one reason or another wishes to change its 
price policy, the rates on the various commodities are 
altered. 

This brief review of Russia’s financial system shows 
that it is relatively easy to adapt for war purposes. To 
restrict consumption, the turnover tax rates can be raised 
at any moment; and there will be no time-lag such as 
occurs in a system which relies mainly on income tax. By 
varying the increases appropriately as between the differ- 
ent commodities, the burden can be distributed, albeit 
rather roughly, in any desired manner between the various 
classes. In any case, the fact that most incomes are in 
efiect derived from the State (for even those of peasants 
and collective farmers depend mainly on the State’s 
decisions about the prices it will pay for agricultural 
products) means that it can correct any anomalies fairly 
easily, and prevent the creation of fresh ones through 
unjustified sectional wage-increases. The problems of 
debtor and creditor, and those of vested interests in 
luxury production, hardly arise. 

The real burden of war must, of course, remain, 
whatever the social or financial system of the country 
involved. The production of more guns must reduce the 
amount of goods available for other purposes in the 
U.S.S.R. just as it does in other countries. And the effect 
on consumption can be mitigated in the same ways 
(e.g., by working longer hours, putting more people to 
work, reducing the amount of capital construction, etc.). 
In this connection, however, it is worth noting that in 
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the past the Soviet has been devoting an unusually 
large proportion of its national income to capital con- 
struction. This has not been so great as in the period of 
the first Five-Year Plan, when the famous phrase “ starv- 
ing herself great ’’ was coined. But even so, the fact 
remains that the physical resources needed for carrying 
on the war can, to a large extent, be obtained without 
reducing the flow of consumption goods but only the 
amount of capital development. The financial counter- 
part of this is that the war can largely be financed without 
increasing either taxation or borrowing but simply by ceas- 
ing to devote large sums to financing new construction. 


Raw Materials Through the Post ? 
By G. L. Schwartz 


(Lecturer in Commerce in the University of London) 


HE fourth of the Eight Points of the Atlantic 

Charter provides for access on equal terms (by all 

States, great or small, victor or vanquished) to the 
trade and raw materials of the world. Various and highly 
diverse interpretations can be placed on the concept 
“‘ access on equal terms ’’ and a few days after the issue of 
the manifesto Mr. Bevin put forward his own particular 
version of the matter. According to the Press report, 
Mr. Bevin said that one of the striking declarations of the 
Churchill-Roosevelt joint statement dealt with raw 
materials and he thought that what applied to raw 
materials would apply largely to certain primary foods. 
They must no longer be subject to speculation. They 
must be organized. If he had his way he would introduce 
for raw materials something of the postage stamp prin- 
ciple. He would pool them internationally, pool the 
freights and make a charge for their use with interna- 
tional control. 

Here we have a grandiose application of what is known 
as the postalization principle. Just as a 2-oz. letter is now 
delivered to any spot in the British Isles for a uniform 
charge of 23d., so should coal, iron, rubber, and other 
materials be delivered anywhere in the world at a uniform 
charge per unit of weight or other measure. The principle 
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of the uniform postal charge is presumably unchallenge- 
able and its benefits and advantages are universally 
acknowledged. Why should not the principle be extended 
to the supply of other essentials of life? Let the great 
pioneer work of Rowland Hill spread into other fields and 
new lustre be added to his name. 

Mr. Bevin was expressing views which have been 
current for some time, and in particular are popular with 
his own party. Thus, in the matter of electricity charges, 
a Memorandum on the McGowan Report presented to the 
Trade Union Congress of 1936 contained the following 
passage : 

For this implied policy of charging similar or comparable 
prices throughout large regions, which should apply to both town 
and country alike, there appears to be as strong a case as for the 
now generally accepted policy of the regional standard chz urges 
for bulk supply from the Grid. A rough but valid comparison 
can be made with the Post Office. If the collection and delivery 
of letters were organized on the basis of Local Government areas 
instead of nationally, a much higher charge would have to be 
made for the service in sparsely-populated areas, or in very poor 
areas where letter-writing was not so prevalent as in commercial 
or prosperous districts ... As it is, everybody ... pays the same 
rates for inland postage ; and it is sound business for the Post 
Office and the consumer that this should be so. It is possible 
to press the argument in much more detail and to quote many 
successful examples of a flat-rate type,of charge.” 

The same line of reasoning has cropped up in other 
discussions of the price policy “of municipal undertakings 
and public utilities. It has been held wrong to assume 
that passenger transport should always be on a mileage 
basis. According to this argument, people living a 
distance from the centre of a city are at present treated 
unfairly in comparison with other citizens when they are 
charged on a mileage basis. The city does not charge a 
price for gas varying according to the distance from. the 
gasworks, nor rates for sewage disposal varying with the 
distance from the site of sewage disposal. All these 
arguments can be summed up in the doctrine that people 
should not be penalized for geographical disadvantages. 
Even private enterprise has in some cases consciously or 
unconsciously subscribed to this doctrine, as can be seen 
from the uniform prices charged for branded goods 
throughout the country and the advertisements of 
furniture dealers offering free delivery over 40 counties— 
although it is pertinent to ask why they stop at 4o. 
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It will probably come as a great surprise to many 
people to learn that Rowland Hill did not originally 
advocate a uniform charge for postage through the length 
and breadth of the country. He did not ignore differential 
costs of distribution and he was not in favour of a State 
monopoly of postal services which could act on the 
principle of making the swings pay for the roundabouts. 
On the contrary, his proposals were based on a scrupulous 
regard for the cost principle; and he favoured the 
abolition of the Post Office monopoly on the ground that 
wholesale competition would compel economic efficiency 
in all the arrangements, implying by this—what he had 
made explicit elsewhere—that there was no case for 
providing any of the services at a loss. 

What Rowland Hill discovered was that the average 
cost of transmitting a letter from one post-town to another 
eng and the delivery within the post-town, was 
ess than one penny, and that in some cases the cost of 
transit was so small that no coin of the realm was small 
enough to meet it. Since in practice one could not 
distinguish between a charge of 1/36th of a penny for 
the transit between London and Edinburgh and a charge 
of 1/30th of a penny between two other post-towns, he 
proposed a uniform charge for the primary distribution of 
letters between one post-town and another. He did not 
ignore but carefully distinguished the further cost of 
delivery from a post-town to, say, a cottage on the slopes 
of Ben Nevis. He distinguished the distribution ‘‘ which 
proceeds from each post-town as a centre to places of 
inferior importance ’’ as secondary distribution, and he 
proposed that each department of secondary distribution 
should defray its own expenses. If he were alive to-day, 
he would probably advocate an extra charge if the 
postman were required to climb to the offices and flats 
at the top of our tall buildings. ‘‘A limit must be drawn 
somewhere,” he declared. ‘‘ No one would contend 
that letters are to be distributed at the minimum rate 
over a district such as may be found in many parts of 
Scotland and Wales and even in some parts of England 
where people in the receipt of letters live two or three 
miles asunder.’’* 


* For a fuller description see an illuminating article by R. H. Coase 
on Rowland Hill and the Penny Post, in Economica, November, 1939, 


Pp. 423. 
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But a direct and general economic principle can be 
applied to this doctrine of postalization. The funda- 
mental economic problem is the overcoming of scarcity ; 
and since mankind cannot satisfy all its wants it must be 
selective in its activities. It is now learning that if it 
wants to reduce the scarcity of guns it can only do this at 
the expense of increasing the scarcity of butter. In other 
words, the performance of certain activities inevitably 
entails the neglect of other possible activities ; the more 
valuable activities displace the less valuable. As a 
corollary to this, mankind must be selective in its location. 
Scarcity can be overcome more easily in some places than 
in others and as a result more favoured areas are chosen 
to the neglect of less favoured. The primary need for 
warmth is satisfied with less effort in places where coal or 
other fuels are at hand than at the North Pole where life 
in this respect is supportable, as Russian scientists have 
shown, but only if fuel is conveyed to the spot with an 
immense outlay of effort. 

It is fashionable at the moment to talk as if the 
system of private enterprise is not merely inadequate to 
deal with this problem of overcoming scarcity but com- 
pletely fails in the task. What other meaning can be 
attached to the term “‘ chaos’’ which has become the 
stock epithet to employ in any reference to private enter- 
prise, competition, the capitalist system or any other 
description of the prevailing order ? What other mean- 
ing can be attached to the constant antithesis drawn 
between co-ordination and competition; planning and 
free enterprise ; service and profit ? Examination of this 
creed would require a separate article, but just as it can 
be contended that private enterprise does not usually 
take us to Birmingham by way of Beachy Head, nor 
get Heath Robinson to design its industrial apparatus, 
so it must be admitted by any reasonable person that 
in respect of the choice of location for its activities, 
mankind has displayed a remarkable amount of common 
sense. Again it is fashionable at the moment to talk 
as if the decisions were made in a totally irresponsible 
and haphazard way. Now if we found smelting works 
in the middle of the Sahara, large populations huddling in 
the Polar regions, attempts to grow maize in Scotland 
and automobile works established in the South Sea 
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islands, we could rightly talk of the chaos of private 
enterprise. If in normal times we saw what is happening 
now—goods brought to these islands round by the Cape 
of Good Hope to the neglect of the shorter Suez route—we 
could rightly demand a system of planning to obviate 
such nonsense. But it is a commonplace of economics 
that mankind does not ignore geographical advantages 
and disadvantages. On the contrary it takes very sensible 
account of them, and it is desirable that it should do so. 
So much so that we can lay it down as a fundamental 
principle that under any economic system it is necessary 
to discourage people from settling down in places where 
it is comparatively more difficult to overcome general 
scarcity than in other available places. 

Under free enterprise this is done by letting people as 
far as possible meet the costs of their particular choice of 
location for their activities. Not only is this applicable 
between countries but also inside a country and, indeed, 
inside any area. This, incidentally, is the raison d’étre for 
the existence of local exchequers alongside the National 
Exchequer. If a community likes to build bungalows at 
the tide’s edge, let it meet the cost of the expensive sea 
wall required to ward off winter storms, or else take the 
consequences. It has no claim on the Central Exchequer. 
Left to themselves people build a harbour at Newhaven, 
where Nature has eased the approach to the hinterland, 
and not at the foot of Beachy Head, where colossal 
expenditure would be required to facilitate access inland. 
Provide harbours out of the Central Exchequer—a form of 
postalization—and every little fishing village would aspire 
to be a great port, and the local M.P., whatever his party 
complexion, would be firmly persuaded that justice was 
on the side of his constituents. Ironworks were located 
near coalfields, not because insensitive industrialists 
revelled in insalubrity, but because it represented an 
economy in human effort. Humanity is still too poor to 
afford the luxury of superfluous transportation. 

If the major necessities of life are to be supplied f.o.b. 
in any part of the world, there is going to be a redistribu- 
tion of population which will surprise even Mr. Bevin. 
The people of Tristan da Cunha inhabit a very remote and 
inhospitable island, and they have several times been 
given the option of free removal to the mainland of 
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Africa, where their activities would undoubtedly be more 
productive. They voluntarily choose to remain where 
they are and sentimental people in Europe endeavour to 
mitigate the geographical disadvantages under which 
the islanders suffer by periodically sending them free 
gifts. Appeals for this cause have gone out even in war- 
time, but I confess that living under the daily menace of 
bombs I feel that for the moment the geographical 
disadvantages have been reversed and I am under no 
obligation in the matter. In any case there is a limit to 
such mitigation of geographical disadvantages—otherwise 
too many of us would be tempted to move to rocky 
remoteness. (I can quite believe that certain potential 
future residents of St. Helena will approve a peace treaty 
clause providing the postalization principle for outside 
supplies of comforts). The inhabitants of St. Kilda were 
in a similar plight. They could have been comfortably 
maintained on their island by a system which sold their 
fish at Billingsgate at a flat freight rate and supplied 
them in return with bread, bananas and other comestibles 
at universal prices. The hard-headed Scots on the 
mainland tacitly dismissed this possibility and evacuated 
the population en bloc. 

Mr. Bevin is obviously of the opinion that mankind in 
general would benefit from his postalization scheme. But 
what would, in fact, happen would be a general lowering 
of productivity because more human effort would be 
diverted to the mere act of transportation. We can 
actually see this happening now. Prices of necessities 
have gone up partly because extra costs are incurred for 
freight. The roundabout transport of meat or grain from 
Australia requires twice as much human effort as in 
peace-time and in effect we get less real return for the 
same money. Moreover, whatever the changes effected 
by a postalization scheme, any benefits would be dis- 
counted for the ordinary citizen by a general reshuffling 
of rental values. Let me give an example. This summer 
I stayed for a week in a cottage in the Cotswolds. The 
view from the cottage uplifted the heart and the walks 
in the neighbourhood made my habitual tramp to the 
Tube station appear by contrast like a round on the 
treadmill. These were the geographical advantages. On 
the other hand there was no water sanitation, household 
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water was drawn from a shallow well which even in this 
year of liberal rainfall could not cope with the additional 
demands created by evacuees. There was no gas or 
electricity supply, no telephone connection and only one 
postal delivery a day. The nearest cinema was three- 
quarters of a hour away and a short cut to the nearest 
supply of tobacco required an alpenstock for the return 
journey. The fare to London is more than f{1. On the 
balance of advantages and disadvantages I should 
estimate the value of the cottage at {150. If I thought 
that Mr. Bevin’s scheme had any chance of adoption, 
even on a national scale, I should be tempted to acquire 
it at that price. I should then set up the appropriate 
agitation for universal prices. I should demand a pipe- 
borne water supply at town prices regardless of the 
expense of construction. I should remind the Central 
Electricity Board that its motto is Service not Profit and 
call on them to secure me supplies at 3d. per unit. I 
should demand three postal deliveries a day even if the 
aeroplane had to be brought into service. I should refuse 
to pay any special costs entailed in linking up with the 
telephone service and threaten to denounce the imposition 
in the correspondence column of The Times. I should 
hope, what I have not the nerve to advocate here, that 
under Mr. Bevin’s lead London theatrical companies 
with the original cast would give regular performances in 
the district and that a shilling flat fare would take me 
anywhere in the British Isles. I should then advertise 
the cottage as a delightfully situated residence in the 
heart of the Cotswolds with all town services and amenities 
at town prices. Owner willing to sacrifice at £1,500. I 
should then go on to repeat the process elsewhere and 
finally retire to the most salubrious spot in the world, 
where Fortnum and Masons and The Times Book Club 
would supply my wants at postalized prices. I can see 
the advantage of all this for shrewd people like myself but, 
pace Mr. Bevin, I fail to see any advantage for the local 
peasantry in the Cotswolds or anywhere else. 
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Banking in the Near Eastern 
War Zones 


By Donald Cowie 
(Author of “War for Britain’’) 

NE of the few indications the public has had 

that our military operations overseas involve a 

concomitant demand for banking service and 
facilities was to be seen in the modest announcement 
recently that Barclays Bank (D.C. and O.) had opened 
new branches in East Africa and Eritrea. Yet much 
special work has, in fact, devolved upon our banking 
institutions with facilities for operating in the disputed 
regions. First, however, it may be as well to clarify 
ideas about the banks which do operate in the Near 
East and in East Africa. Contrary to the belief of some 
people, home banks (with the prominent exception of 
Barclays, D.C. and O.) have never specialized in the 
area, conducting business there only through other 
specialized institutions. This system has disadvantages 
as well as advantages, and the suggestion might be put 
out even now (in a world where the scope for banking 
enterprise is increasingly narrowed) that British direct- 
orates should examine the possibilities of extending their 
overseas systems accordingly. 

None the less, a number of British banks do operate 
in these territories. Barclays Bank (D.C. and O.) are 
strongly represented in East Africa, and through the 
acquisition of the Anglo-Egyptian Bank in 1925, have a 
large number of branches in Egypt and the Sudan, as 
well as in Cyprus. They are also bankers to the Govern- 
ment in Palestine. The Standard Bank of South Africa 
and the National Bank of India have branches in Kenya, 
Uganda and the Tanganyika territory. The National 
Bank of Egypt have numerous branches in Egypt and the 
Sudan. In Palestine, besides Barclays (D.C. and O.), 
there are the Anglo-Palestine Bank and numerous local 
banks, as well as the Ottoman Bank, which is represented 
also in Egypt, Cyprus and Iraq. In Iraq also are the 
Eastern Bank and the Imperial Bank of Iran. Before 
the war these had to compete, often at considerable dis- 
advantage, with a number of French, Italian, Belgian 
and Greek institutions. But events have hit many of 
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these competitors hard, providing the British banks with 
a corresponding opportunity. Most of the work of 
financing wholesale requisitions, and carrying depressed 
industries, has fallen mainly to the latter. With the 
conquest of Italian territories these have been called upon 
to provide quick facilities for replacement of the services 
previously provided by others. Over all, there has been 
the task of supplying currency to, and credit for the 
commissariats of, the Allied armies in the region. 

This latter function has been chiefly the prerogative 
of Barclays (D.C. and O.), who, as bankers to the British 
Army in Egypt, are repeating their sterling services of 
the last war. At that time, the Anglo-Egyptian Bank 
(now absorbed in the Barclays organization) was invited 
by Lord Allenby to establish banking services in Palestine. 
A branch was opened in Jerusalem within sound of the 
guns in April, 1918, and subsequently played an important 
part in establishing the financial foundations of the new 
Mandated territory. The recent opening of branches 
in Addis Ababa and Asmara (Eritrea) by the same 
organization may hopefully presage a similar commercial 
development, although work so far has mainly consisted 
in disentangling monetary puzzles and providing credit 
for the military and the new Abyssinian Government. 
Undoubtedly, however, no conscientious historian of 
Wavell’s campaigns (and Auchinleck’s mopping-up opera- 
tions) will be able to deny the importance of the services 
rendered by Barclays (D.C. and O.). 

Perhaps the chief problem of this type of banking is 
to operate remuneratively with only a restricted outlet 
for funds in the form of commercial advances. Money 
has been, and is being, pumped into Egypt and surroun- 
ing countries by the British Government, both to pay 
for the armed forces and to meet such liabilities as those 
of the British Cotton Buying Commission and subsidies 
to depressed producers in the East African colonies. 
Simultaneously, however, local traders have been, and 
are, chary of borrowing from the banks, adopting a 
cautious policy, and even taking on a large scale to trading 
upon a cash basis. The British Government’s various 
financial regulations in the areas under review have, on 
the whole, been welcome to the banks, especially measures 
to regulate prices, which have prevented the spectacular 
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and dangerous fluctuations of the last war. But others, 
and in particular the Defence (Finance) Regulations, 
have caused much extra work to staffs depleted by the 
demands of the armed forces and local civil defence 
requirements. Expert knowledge to explain the regula- 
tions to customers has been required, as also to advise 
and direct clients who formerly conducted business with 
the Axis Powers and the “ neutral’ countries of Europe. 

A particular problem of the banks in Egypt and the 
Sudan was helpfully solved by the decision of the British 
Government to purchase the Egy ptian cotton crop. As 
has been pointed out,* the banks “were then able to 
finance the crop with the knowledge that an outlet for 
it was assured, at a definite price, so far as their clients 
were concerned. Although congestion on the railways 
tended to retard the delivery of the cotton to the British 
Cotton Buying Commission, payment by the Commission 
when cotton was delivered to them enabled the advances 
of the banks to be promptly liquidated, and this was a 
factor in reducing the average level of banking facilities.’’ 
The scheme under which ginned cotton was subject to 
compulsory insurance against war risks was also a 
helpful factor from the banking point of view. 

Yet it cannot be denied that, apart from the general 
requirements of the military, the bankers’ chief task in 
the Near East and Africa since the beginning of the war 
has been to collaborate with the British Government in 
devising financial measures for the relief of depressed 
producers, such as the growers of citrus fruit in Palestine 
and Cyprus, and of coffee in East Africa. Once again, 
when the complete history of the war in these parts is 
written, it will undoubtedly be found that the brains and 
knowledge of bankers in the background were continually 
responsible for the suggestion, if not always the adminis- 
tration, of the main schemes to alleviate distress. The 
part played by banking institutions in, for instance, the 
evolution of that financial and economic collaboration 
between the East African colonies whose ultimate 
flowering has yet to be seen, willcertainly be appreciated 
one day. 

These points are worth making, perhaps, because 





*In The Anglo-Egyptian Chamber of Commerce Journal, July, 
194I. 
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banks have been the object of so much contumely in our 
time, and the recent African activities do provide an 
excellent illustration of their fundamental social value. 
Two particular instances may be conveniently adduced 
here. The Standard Bank of South Africa has during 
the last twelve months been working most disinterestedly 
to facilitate the operations of the Southern Rhodesia 
Currency Board. This body was formed to take over 
the note issue from the commercial banks operating in 
the colony, and from March 1, 1940, the commercial 
banks ceased to issue notes. Asa result, Notes in Circula- 
tion on the liabilities side of the balance sheet of the 
Standard Bank for the year ending March 31, 1941, fell 
by £354,000. But the Standard Bank loyally laboured, 
especially as agents for the Board in London, to ensure 
that the scheme might be instituted without difficulty. 
The colony of Nyasaland has since joined the Southern 
Rhodesia Currency Board, causing more work and a 
decline in currency revenue for the banks, but again 
has received nothing but helpful assistance. The Standard 
Bank of South Africa is, of course, the officially accredited 
banker to the Governments of Southern Rhodesia, 
Northern Rhodesia, Nyasaland and Tanganyika. 

A similar position in relation to the Governments of 
Kenya and Uganda is occupied by the National Bank of 
India, one of whose problems during the war period has 
been the constant drain on silver rupees, as a direct 
result of the movement of Indian troops in East Africa. 
There has never been an occasion when the institution, 
often following hard on the heels of the fighting men, 
has not been equipped to meet all demands. The records 
of the bank’s branches at, for instance, Aden during the 
last two years would probably astonish many people if 
analysed and explained. Since the beginning of the war, 
the economic life of this small but important colony has 
completely changed. Formerly the chief source of income 
was the tourist traffic, but that ceased abruptly with war, 
and was replaced by the disbursements of soldiers, 
sailors and airmen stationed temporarily there, and by 
an increasing flow of caravan trade with the interior to 
provide supplies for the East African campaigns. While, 
however, it is easy to describe such a transition on paper, 
it is not so simple to accomplish in reality. Economic 
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and financial staff-work of a constantly painstaking and 
highly efficient order is necessary to facilitate the change- 
over—staff-work that once again devolves in the main 
upon the staff-depleted banks. 

The Indian banks, always with a tradition of enter- 
prise in the Near East, have similarly afforded most 
notable aid to the Governments of the Empire in the 
working of what is now described as Eastern Group 
Supply. It was comparatively simple again to establish 
a central pool in India for the co-ordination of the 
resources of all British countries east of Suez, and then 
to arrange distribution of raw materials and extension of 
manufacturing facilities so that the British forces in that 
part of the world could become practically independent 
of United Kingdom supply. The sinews of the East 
African war were largely provided by India, working as 
the entrepot for the southern hemisphere. Not so simple, 
however, was the financing of the initial scheme, a task 
undertaken most efficiently by Indian banking institu- 
tions in collaboration with the governments concerned. 
The latest task of the Indian banks has been the most 
delicate of all—to provide currency and general financial 
facilities for the British Forces in Persia. 

In sum, it may be said that the war in the Near 
East and Africa has so far offered many opportunities 
to bankers, and should, in the final outcome, present 
chances of even greater magnitude. What has happened, 
broadly, in the geographical area under review is that 
all natural economic processes have been suddenly 
accelerated to meet the demands of an insatiable war 
machine. Mineral deposits that it was hardly profitable 
to examine, let alone to exploit before, have been hurriedly 
developed, factories have been built in the bush, new and 
significant roads have been driven across virgin country. 
The vital task of to-morrow will be to direct the new- 
found energy and productivity of these lands into 
permanently-profitable channels. It is primarily work 
for the politicians, and any possibility of long-term plan- 
ning is hampered by the political uncertainties. But the 
banks can undoubtedly play an important part. And 
meanwhile the enterprise of Barclays in boldly setting up 
tents at the heart of the former Italian Empire is a 
reminder that there will be ample scope for banking 
enterprise in overseas fields when the war has been won. 
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THE IMPERIAL BANK OF IRAN 


(Incorporated by Royal Charter, 1889) 


CAPITAL (fully paid) - - ~ £1,000,000 
RESERVE ~- - - - ~ £760,000 
Reserve Liability of Shareholders - £1,000,000 


Chief Office in Iran—TEHERAN 
Branches in Ivan :— 
Ahwaz 
Bushire Kermanshah Resht Tabriz 
Hamadan Khorramshahr Shivaz Teheran (Bazaar Office) 
Isfahan Meshed Sultanabad Zahedan 


Branches in Ivaq :—Baghdad, Basra. 
The Bank transacts Banking business of every description in and connected with Iran 
and Ivaq ; and in London, grants Drafts, Telegraphic Transfers and Letters of Credit, 
and negotiates or collects Bills on Ivan and Iraq. 


Head Office: 11, TELEGRAPH STREET, MOORGATE, E.C.2 


Appointments & Retirements 


Barclays Bank (D. C. & O.) 

Mr. W. W. Milne has been appointed an assistant 
general manager. 
Queensland National Bank 

Mr. W. Hamilton Hart has been appointed chairman 
at Brisbane on the retirement of Mr. James Love. Mr. 
E. E. D. White has been elected to the board. 


Union Bank of Australia 

Mr. Edmund W. Parker has resigned his seat on the 
board. Mr. Parker joined the board in September, 1917, 
and was chairman for eight years from March, 1929, 
until 1937. Mr. Parker is also chairman of Dalgety and 
Co. and a director of the British and Foreign Marine 
Insurance Co. (and deputy-chairman of the London 
board), and Spassky Copper Mine. 
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Bank A.R.P. Has Stood the Test 
By James Greenhill 


(Joint General Manager of the Westminster Bank) 





HAT, so far, has been the experience of the 

Banks under Air Raid conditions ? How have 

the arrangements made beforehand stood the 
test ? As to the test itself, there is no doubt that it 
has been of such a character as surely to throw up— 
often in the most literal sense—any defects or weak 
spots in our planning. Constant heavy raiding for 
months on end must test any system. It is, therefore, 
opportune during this period of comparative quiet to 
make a short survey of what has occurred. 

The enemy has been very dispassionate in the bestowal 
of hisfavours. His bombs have fallen alike on the just and 
the unjust, with little evidence of selected targets beyond 
his attacks on whole districts on the chance of what they 
may contain. It was only to be expected, therefore, 
that in the network of branch offices, quite a number of 
Bank buildings should suffer blast and other damage. 
The number of total casualties (that is, offices rendered 
unfit for further business) has been comparatively few, 
whilst damage sustained by premises has varied con- 
siderably. The number of offices which sustained minor 
damage is greatly in excess of those which sustained 
major damage. Of course, only first aid repairs have 
been permitted, unless in exceptional cases a Government 
Licence has been granted. 

In the destruction and damage that has been inflicted, 
it is remarkable how well the strong rooms and safes 
have stood the test—a good testimony to British work- 
manship. Very rarely has any serious damage been 
sustained to these most vital parts of the equipment 
and premises. It follows, therefore, that beyond the 
destruction of office furniture, accounting machines and 
typewriters, no really serious damage has been inflicted. 
Naturally, there has been dislocation and inconvenience, 
but this has been quickly overcome, partly because the 

3anks have readily come to the aid of each other in the 
provision of temporary office accommodation and 
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facilities. Thus there has been no serious interruption 
and certainly no delay in the banking services. In those 
few offices which have become total casualties, the 
machinery for the re-construction of the business from 
the duplicate records safeguarded elsewhere has been 
adequate and has functioned smoothly and without 
delay. It isa pleasure to put on record in this connection 
the spirit of co-operation and helpfulness which the 
banking public has displayed at these times. It can be 
said, therefore, that so far our experience is that banking 
services have been left unimpaired and functioning more 
or less normally. 

The requirements of the Fire Prevention (Business 
Premises) Order, 194, S.R. and O. (No. 69) have been 
duly met, and the Branch Banks which have-had to 
notify aek-conelinics with the Order to the Local 
Authorities have been very few. In the case of some 
Branch Banks there has been a linking up with adjoining 
occupiers in co-operative schemes. At others, compliance 
with the Order has only been made possible by members 
of the staffs voluntarily undertaking hours of fire watching 
duty in excess of those required by the Order, and by 
members of the staffs who are not compulsorily liable 
under the Order taking turns of duty with the rest. 
These latter include Home Guards and A.R.P. Wardens, 
and a considerable number of the women staff are taking 
turns of duty during day-light hours. Also volunteers 
were allocated from the staffs of the large city offices, 
where Civil Defence organisations had been in existence 
for some time, and where there was a pool of eligible 
fire watchers available for duty elsewhere. This also 
assisted in keeping to a minimum the number of Branch 
Banks unable to comply with the Order. 

The Banks are well equipped with fire-fighting 
appliances, and, in the large city offices, the Fire Squads 
recruited from the staffs are trained and efficient. Ex- 
perience has shown how necessary are fire-watching and 
fire-fighting organisations. Without them serious con- 
sequences would have undoubtedly occurred, and there 
have been many cases of commendable services having 
been rendered by the part-time Fire Squads. The de- 
centralization of sections of the work has worked well, 
and this is particularly true with regard to the important 
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work of the Cle ‘aring House, where there has been es- 
tablished a veritable hive of industry and social welfare. 
Billeting problems for evacuated staff have been settled 
satisfactorily. It is true that, under the stress of 
necessity, some of what might be described as the 
trimmings of Bank organisation and economy have been 
dispensed with, but in no case has it impaired the vital 
work of the Banks. 

The system of duplicate records, formidable as it 
appeared in the planning, has proved to be adequate, 
and by this means it has been possible to reconstruct the 
business of a destroyed Branch in an incredibly short 
time. The removal of securities from towns in particular 
areas to other places has been effected without trouble 
or inconvenience, so that even if, in an attempted 
invasion, towns in certain districts fell into enemy hands 
tempor irily there would be little if anything of real 
value left in the Banks for the enemy to confiscate or 
misuse. 

At first, the day-time “ Alerts’’ caused some in- 
terruption in the day’s work, as it was then considered 
advisable for the staff to take cover upon the sounding 
of the “ Alert.”” But the institution of the “ Jim Crow” 
(Roof Spotter) system, and the re-arrangement of the 
work in less vulnerable parts of the buildings—par- 
ticularly that of the Mechanized Accounting—soon 
enabled the staff to work normally even during the 
period of the “ Alert,’’ the only interruption then ‘being 
when “ Raiders’’ were reported to be imminent or 
overhead. As time went on these interruptions became 
less and less, thanks to the R.A.F. During the winter 
months some Banks provided for transport of the staffs 
of their big City Offices. By this means, difficulties of 
getting to and from the City, caused by any temporary 
dislocation of the ordinary Transport Services, were 
counteracted. Whether or not it will be necessary—or 
possible—to resume these services during the coming 
winter months remains to be seen. 

It should be recorded that the A.R.P. arrangements 
of the Banks made before the outbreak of the war, and 
judged by our experience to date, are considered to be 
comprehensive and adequate. What alterations have 
been made are of a minor character; no fundamental 
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changes have been necessary. They were put into opera- 
tion almost, if not quite, automatically, and with great 
efficiency, and it is reasonable to suppose that they will 
prove effective during the days—and nights—that lie 
ahead. The bank staffs, of all grades—amongst whom 
happily and thankfully the casualties have been few— 
have taken the strain, in common with the rest of the 
community, in a praiseworthy manner, none the less so 
because it was expected of them. 


The Safeguarding of Documents 


By Emory Chubb, O.B.E. 
(Chairman of Chubb & Son’s Lock and Safe Co., Lid.) 
Ts problem presented by A.R.P. so far as the 


safeguarding of commercial papers, securities and 

valuable documents is affected, differs widely from 
that which involves the preservation of human life. Once 
lodged, all papers and books must remain static and 
take whatever comes to them, whereas the human being 
may seek other shelter when actual danger approaches. 
As a basis for consideration, we may assume that the 
risks are fire, water, and high explosive, and ignore the 
risk of subsequent theft. The action of high explosive 
bombs, to which considerable attention was given in the 
months prior to September, 1939, has probably been less 
destructive than was anticipated, except in so far as it 
has been the origin of fire. Very few direct hits have been 
recorded on strong rooms or safes, though in numerous 
instances the former have been badly shaken, and the 
latter bodily thrown varying distances, without damage 
to their contents. 

So far as strong rooms and treasuries are concerned, it 
is undisputed that reinforced concrete backed by an 
internal steel lining is the best form of protection. Two 
doors of proportionate strength to the chamber, and of a 
watertight construction, should be provided, whilst the 
whole of this security can be vastly improved if the 
contents of the room are stored in independent, strong, 
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steel containers, rather than being housed in light deed 
boxes on shelves. 

The question facing us to-day is rather how to improve 
existing security appliances than to build new construc- 
tions on the lines which might be suggested by recent 
experiences, for the reason that most of the leading safe 
firms in the country are engaged on armament work, and 
steel supplies for such civil purposes are almost impossible 
to come by. 

On the whole, reinforced concrete strong rooms, and, 
indeed, some chambers built of hard brick, have preserved 
their contents against fire, but it is a regrettable fact that 
in certain instances, where rooms have been situated in 
basements, their contents have been damaged by the 
infiltration of water, the depth of which has varied 
between a few inches to as much as 5 ft., owing to the 
absence of watertight doors. Cracked or penetrated walls 
have also allowed water to pass. An ingenious method of 
rendering the contents of deed boxes immune from the 
action of water when placed on shelves within a room 
has been suggested. It consists of filling the inside of the 
lid with a light wire cage and turning the box upside 
down when placing it on its shelf, which done, supposing 
the room be flooded, an airlock is created in the lower part 
of the box, which is now uppermost, and as all papers 
are prevented from falling into the lid, they remain dry 
in the airlocked space. Having placed the box in position 
for storage, it is wise to put a weight, such as an old 
ledger, on its inverted base, to ensure that it remains in 
position. It is a difficult matter to make an existing 
door thoroughly watertight, but where practicable a 
part of the water risk may be simply negatived by 
building a wall some 9g in. high behind the entrance door 
and across the vestibule. 

Turning to the question of safes and fire cabinets, it 
is often possible to improve the chances of survival of 
their contents at little or no expense. Consideration 
should first be given to the age and quality of the safe 
in que stion, and the value, intrinsic or otherwise, of its 
contents. If the safe is considered to be satisfactory, 
care should be taken to see that its valuable internal 
space is not occupied by papers of minor importance. To 
illustrate this point better, it has been found that old 
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and unimportant letter books have been saved in a 
modern safe, whilst valuable documents in the same 
office have been destroyed through thoughtlessly locking 
them in safes of less quality. Thus, care should be taken 
to see that the more valuable documents are housed in 
the better safes. 

The position in which a safe is located is of paramount 
importance. In the case of fire it will either remain in 
position or fall headlong to the ground or basement. In 
either case it is likely to have a severe testing, but, if the 
flames have not entirely demolished the premises, it is 
infinitely preferable that it should remain as originally 
placed. In one instance recently, a row of safes placed 
against a wall on the third floor of a concrete building 
remained in position, whilst all the other contents of the 
building were destroyed. Incidentally, the contents of 
certain inferior safes of the group were destroyed, whilst 
those of others were preserved. Some floors were 
fractured, and others altogether collapsed. In this 
instance the safes were actually resting on a steel beam 
which ran across the room. Their backs were as close as 
possible to an outer wall. Thus, the position of safes, 
wherever possible, should be on a girder with their backs 
to a wall, and of all such positions the ideal one is a 
corner formed by the outer and side walls. If attention 
is given to the above considerations the safes have a 
chance of survival, but at the same time the owner 
should ask himself what will be the position if it is dis- 
lodged and falls to the basement. Here its resistance 
will be strained, and possibly overcome, if it comes to 
rest in a coal store, or, whilst falling, fractures tanks of 
liquid fuel. One safe which crashed fell into many tons 
of burning rubber. Thus, in positioning a safe thought 
should be given to its possible fall. Positions to be 
particularly avoided are those in the centre of rooms, 
between windows, or near lift shafts, for in these positions 
draughts will increase the intensity of the flames. 

The security of ancient as well as of modern safes can 
at times be much improved, if the surroundings will allow. 
Seldom can the ideal of building a safe bodily into an 
outer wall be achieved, but, failing this, other arrange- 
ments can be made to give it a chance of remaining in its 
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normal position. At times it is possible to give safes a 
new foundation by building two girders into a position 
close to a wall, the ends of which should be firmly bedded 
into the main structure of the building, which done, the 
safes will stand satisfactorily on these girders with their 
backs protected by a wall. If this is not possible, short 
lengths of joist up to 4 ft. may be inserted in any strong 
wall and act as a bracket on which it should be possible 
to bolt the safes. At the same time, the body of the 
safe may be covered by concrete of from 4 in. to 6 in., 
in which expanded metal has been embodied. True, such 
covering does not increase the protection afforded by the 
door, but it does serve to protect a large superficial area 
of the safe which is vulnerable to the action of heat. 
Attention should also be given to the manner in which 
the contents of a safe are stored. These should be 
packed as tightly as possible. Drawers and cupboards 
give additional protection, and it should be remembered 
that the more the internal capacity of a safe is filled, the 
less room there is for oxygen, which is the greatest enemy 
to the contents. In spite of continual warning by the 
makers of safes, contents which have been preserved 
after fire have broken into flames on being removed, 
and it is an invariable rule that no receptacle should be 
opened until it and its surroundings are stone cold, as 
there is every possibility that the temperature of the 
contents will be such that the rush of oxygen when 
exposed to the air will promote spontaneous combustion. 

That is is desirable thoughtfully to consider the 
foregoing suggestions cannot be gainsaid, for however 
fine the quality of a safe or strong room, the vagaries of 
high explosives and blitz-imposed fires are unending. 
The safemakers of Great Britain build to the best of their 
ability, but the tests imposed under the present war 
conditions, where debris smoulders for weeks and water 
is sometimes absent, constitute a set of conditions which 
often have not been contemplated. It is the hope of the 
writer that if some of the foregoing suggestions are 
adopted, the additional security then obtained may prove 
to have been worth while. 


— $e 
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International Banking Review 


France 


ETWEEN August, 1940, and June, 1941, advances 
Be cover occupation expenses were obtained by the 
Vichy Government from the Bank of France to the 

amount of 118,000 million francs. This total does not 
include loans obtained from the Bank of France for other 
expenditure, as a result of which the Treasury’s advances 
from the Central Bank rose, between the collapse of 
France and the end of 1940, from 36,250 million francs 
to 63,900 million francs. During the current year, the 
increase in the total advances has continued. 

The monthly returns of the French Banks show that 
a large volume of idle funds is left with them on deposit 
and is invested in Government securities. The three 
leading Paris Banks (Crédit Lyonnais, Comptoir 
d’Escompte, and Société Générale) show an increase of 
34 per cent. in their deposits and of 38 per cent. in their 
discounts and Government securities during the last 
three quarters of 1940. Asa result of the monetary ease 
created by this inflation, money rates have declined. 

Syria 

Syria and Lebanon have been admitted into the 
sterling area by an order made under the Defence Finance 
Regulations. The ban on trading for firms and individuals 
in Lebanon has been withdrawn. One Syrian or Lebanon 
pound is equivalent to 20 French francs and the rate for 
French francs fixed for Syria and Lebanon is the same 
as that for the rest of the Free French Empire, namely, 
1768 to the pound. The Ottoman Bank has been added 
to the list of banks authorized to deal in Syrian and 
Lebanese pounds. The note issue of the Bank of Syria 
and Lebanon consists of French Government securities 
deposited in Paris. 


Italian Colonies 
Official rates of exchange applicable to transactions 
in smaller amounts of lire against other currencies has 
been fixed by the Deputy Chief Political Commissioner for 
the former Italian territories of Abyssinia, Italian 
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Somaliland and Eritrea. For notes not exceeding ro lire, 
and for all forms of Italian coins, the rate of one Egyptian 
pound to 492 lire will apply. 20 East African shil- 
lings will be equivalent to 480 lire. One Indian rupee 
will be equivalent to 36 lire and the rate of the Maria 
Theresa Thaler has been fixed at 45 lire. These rates will 
only apply for small amounts of lire. The rates to be 
applied for larger amounts, represented either by notes 
or bank balances, has not yet been decided. The rates 
fixed for small amounts are also essentially provisional 
and are liable to change from time to time without notice. 
Spain 

The first instalment of the Spanish Government’s debt 
of 5,000 million lire in payment for the military assistance 
given by Italy to General Franco will fall due next year. 
It will amount to 80 million lire. The total is to be 
redeemed in 25 years and the rate of interest on the 
outstanding amount will gradually rise from } per cent. 
to 4 per cent. 

Even without this debt, financial and currency con- 
ditions are very difficult. The advances granted to the 
Government by the Bank of Spain are very large and 
are still increasing. The peseta fails to inspire confidence. 
There is strong speculative demand for industrial 
securities, even of companies which have no solid founda- 
tion. There is an acute shortage of token money, and 
postage stamps and railway tickets are used in its place. 


Poland 


The Bank of Poland has obtained a writ of attachment 
from the New York Supreme Court oo gees a French 
gold deposit in the Federal Reserve Bank of New York. 
The amount involved is $64,000,000. The claim was 
based on the fact that the Polish gold reserve of the 
corresponding amount, which was kept on deposit with 
the Bank of France, was surrendered by the French 
Authorities to Germany. Originally, the Polish gold, 
together with the Belgian gold and a large part of the 
Bank of IFrance’s own gold reserve, was evacuated to 
Dakar. Yielding to pressure from Berlin, however, the 
Vichy Government surrendered both the Belgian and 
the Polish gold reserve to the German Authorities. An 
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attachment similar to the one obtained by the Polish 
Authorities was obtained by the Belgian Authorities some 
months ago. 

China 


The Chinese Foreign Exchange Control Committee 
had its first meeting on September 15 under the Chair- 
manship of Mr. H. H. Kung, the Finance Minister. 
From now on, the Chinese Currency Stabilization Board, 
including British, American and Chinese members, will 
determine exchange allotments and will fix exchange 
rates. The new Exchange Control Committee will 
examine applications for exchange and will control 
interport remittances, the purchase of exchange from 
exports overseas, remittances, the collection of gold and 
silver and questions arising from the freezing order. 
Simultaneously with the freezing of Japanese assets, 
Chinese assets were also freezed in order to save them 
from being seized by Japanese Authorities from holders 
in Japanese occupied Chinese territory. In order to 
assist the Chinese offer at currency stabilization, the 
British and United States Banks received instructions 
from their Governments to abstain from operating in 
the black market. 





Books 
“The Taxation of War Wealth” 

By J. R. Hicxs, U. K. Hicks and N. Rostas. 
(Oxford University Press. Price 12s. 6d. net.) 

Ir is seldom that a single book manages to compress 
between two covers both a piece of solid academic 
research and an important contribution to matters of 
current controversy. In accomplishing this dual aim, 
Professor Hicks, Mrs. Hicks and their collaborator have 
achieved the success which might have eluded any 
less formidable combination. In a modest preface, 
Dr. Hicks suggests that war conditions may have made 
it impossible to maintain the scientific standards which 
would be demanded of such an investigation in peace- 
time, yet it may be doubted whether a more extensive 
research would, in fact, have augmented appreciably the 
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value of the material presented. It is because the factual 
matter has been subjected to an expert economic criti- 
cism, which brings out its really significant implications, 
that the chapters on British experience in the last war 
and the results of excess profits taxation and capital 
levies in other countries are so extraordinarily useful. In 
this way, they serve to place in due perspective against a 
background of actual experience the current discussion 
of 100 per cent. E.P.T. and post-war debt problems. 

In general, the results of this factual survey, no less than 
of a priori reasoning, are scarcely flattering to these war- 
time fiscal devices. Experience confirms only too clearly 
that taxes on war profits, falling upon the margin where 
they inevitably do most damage, do in fact dangerously 
weaken the economic incentive to make the most efficient 
use of resources. It is interesting to note that in the 
authors’ opinion the really dangerous thing about a 
100 per cent. tax is not so much that it provides no 
incentive to make profits, but rather that there is no 
adequate inducement to avoid losses. Nor is it encourag- 
ing to be reminded that the most flagrant abuses, as is 
amply borne out by experience in 1914/18, will, of course, 
only appear after the war is over and that it will be 
imperative to repeal the tax the moment the war finishes 
to avoid waste on a monstrous scale. Meanwhile, 
Professor Hicks and his associates offer some constructive 
suggestions for improving the efficiency of the tax. One 
of these, the blocking of part of the tax collected as a 
post-war credit, has already been adopted. In addition, 
the authors support the suggestion of an excess income 
tax. And they propose further that the minimum 
standard should be raised as prices rise, to limit the 
number of firms subject to the tax and improve its 
administration ; that a wider choice of years for the 
base period should be considered ; and that adequate 
adjustment should be made for the really hard cases, 
notably the wasting assets industries. 

On the post-war debt problem, it is shown conclu- 
sively that a capital levy could not yield sufficient to be 
worth the trouble of valuation and collection. On the 
basis assumed, the yield might be equivalent to 4d. and 
5d. on the income tax ; at present rates of penal taxation 
on the very high incomes the yield would actually be 





BOOKS — 79 





negative. Since it will, therefore, be impracticable to 
effect a sweeping reduction in the nominal amount of the 
debt, the authors suggest as an alternative approach a 
substantial rebate on taxation of undistributed profits, 
which would mitigate the deterrent effect on enterprise 
of a high standard rate, and the possibility of a recurrent 
capital tax to be used, not for debt redemption, but for 
current revenue purposes. These detailed recommenda- 
tions are extracted from their context to indicate the 
essentially practical character of the analysis and the 
light the book throws on issues which are already exercis- 
ing many minds and will become still more topical as 
the war approaches its end. The drawback to this 
procedure is that it cannot do justice to the quality of 
the analysis from which these proposals emerge, and which 
can only be appreciated by a study of the actual work. 


W.M.D. 


“Building Societies Year Book, 1941” 

Edited by GreorGE E. FRANEy. (Iraney and Co., Ltd. 
Price ros. 6d. net.) 

THOUGH the current issue of the Building Societies 
Year Book no longer tells the pre-war story of rapid 
expansion, the figures it contains provide a striking 
testimony to the inherent strength of the movement. 
In spite of the many unfavourable factors in the war 
situation, its main assets, amounting to over £756 millions, 
are but a few millions less than the record total of peace- 
time. Its reserves, in spite of greatly reduced loan 
business, actually show a further increase of {1,666,000 
to £45,555,000. Indeed, owing to the passing of the War 
Damage Act and the consequent removal of the former 
uncertainties, the position of the building societies is now 
materially stronger than it was a year ago, notwith- 
standing the intervening air-raid destruction. On the 
other hand, the new Act imposes a serious burden of 
additional taxation, in the shape of some {11} millions 
of contributions to the war damage funds. Among other 
satisfactory features, the information contained in the 
handbook shows that the general body of householders 
continues to meet its obligations towards the societies 
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and that these continue to retain the full confidence of a 
great body of investors. 

As usual, the year-book lists all the building societies 
of the British Isles in alphabetical order, together with 
their chief offices and current bal unce-she et summaries, 
and in addition to much useful statistical information, 
gives full particulars of the Building Societies’ Association 
and its affiliates. 





Obituary 


Mr. John Meldrum 


The premature death as the result of an accident of 
Mr. John Meldrum, a London manager of the Chartered 
Bank of India, at the early age of only 50, has occasioned 
much regret in Eastern banking circles and throughout 
the City as a whole. 

Mr. Meldrum joined the Bank in the year rgro and, 
after 24 years in the East, he was appointed sub-manager 
in Head Office in April, 1938; the Court of Directors 
subsequently promoted him to be one of the managers in 
London in May, 1940. 

Mr. Meldrum’s many sterling qualities—of which his 
open and cheerful manner was, perhaps, his most out- 
standing characteristic endeared him to all with whom 
he came in contact, and his wide circle of friends—par- 
ticularly in Calcutta, where he spent eleven years—will 
mourn the passing of a very sincere friend. 


Mr. Francis L. Bland 


Another great loss to the banking community during 
September was occasioned by the death of Mr. Francis 
Lawrence Bland, a director of Barclays Bank and the 
sritish Linen Bank, at Copdock, Suffolk 

Mr. Bland, who was born in 1878, was President of 
the Institute of Bankers from 1933 to 1935. He took an 
active part in the public life of Suffolk, holding many 
important public offices, including that of Sheriff of 
Suffolk in 1940. In 1934 he became a member of the 
Central Valuation Committee for England and Wales, 
and a governor of the City of London College. 
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Mr. John James Ritchie 


By the death of Mr. John James Ritchie on August 13 
last in his 83rd year, Martins Bank has suffered the loss 
of a director who had given over 62 years’ service to 
the bank as an official and a member of the Board. 

Liverpool and Birkenhead have also lost a well-known 
member of the community who had in many ways 
rendered outstanding public service. Mr. Ritchie was of 
Scottish descent, but he was born in Liverpool and spent 
the whole of his business career in that city. He remained, 
however, strongly attached to everything Scottish, and 
much of his leisure time was spent in Scotland, where 
he had a house at Oban. He was educated at Liverpool 
College. Entering the service of the Liverpool Com- 
mercial Bank in 1878, he became associated with the 
Bank of Liverpool in 1889 upon the absorption of the 
former bank in that year. 

In 1919 Mr. Ritchie retired from the position of 
deputy general manager, being elected at the same time 
to the board. He became a member of the committee 
of management, and served on the Leeds board of the 
bank for nineteen years. 

Deeply interested in the welfare of the staff, his 
kindliness of disposition was experienced not only within 
the bank, but in many other directions. He attended 
the bank with great regularity up to a few weeks of his 
death. 


NEW BRANCHES 


Bank of Montreal 


A branch of the bank has been opened at Botwood, 
Newfoundland. 


Union Bank of Australia 


A branch has been opened at Lower Hutt, Wellington, 
New Zealand. 
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STANDARD BANK OF SOUTH AFRICA 


SATISFACTORY RESULTS IN DIFFICULT CONDITIONS 


THE EARL OF SELBORNE’S ADDRESS 


Ordinary Meeting of the Standard 

Bank of South Africa, Ltd., was held 
on August 27 in London, the Rt. Hon. the 
Earl of Selborne, K.G. (the chairman), 
presiding. 

The following is the address by the Chair- 
man, circulated with the report and accounts : 

Turning to the balance sheet as at March 31 
last, which shows the record total of nearly 
£107,000,000, I will refer briefly to the 
principal features in comparison with the 
accounts for the previous year. 

On the liabilities side notes in circulation 
have fallen by £354,000. This decrease is 
due to the fact that the notes of the Southern 
Rhodesia Currency Board, for which we act 
as agents in London, were put into circulation 
as from March 1, 1940. From that date the 
right to issue notes in Southern Rhodesia 
was vested in the currency board alone, 
although notes issued by the commercial 
banks remain legal tender for two years 
thereafter. 

It may be mentioned that during the period 
under review Nyasaland joined the Southern 
Rhodesia Currency Board. 


To One Hundred and Twenty-eighth 


INCREASE IN DEPOSIT AND CURRENT 
ACCOUNTS 

Deposit, current and other accounts show 
a further large rise of £17,000,000, principally 
in the funds held on current account. The 
major portion of the increase is due to the 
volume of money put into circulation by the 
Union Government on account of expendi- 
ture for war purposes. 

On the assets side, cash in hand and at 
call and short notice shows an increase of 
£13,000,000, and investments are higher by 
47,000,000. Bills discounted and advances 
to customers show a decline of £3,000,000, 
which may be attributed mainly to the 
abundance of funds in South Africa con- 
sequent on the disbursement of large sums 
by the Union Government for supplies 
required for their war effort and by the 
British Government in the purchase of the 
South African 1940-41 wool clip. 


RESULT OF YEAR’S OPERATIONS 
The balance of profit for the year, after 


making a suitable appropriation to con- 
tingencies account, was £561,837, which, with 
the amount of £157,932 brought forward, 
left for disposal the sum of £719,769. The 
interim dividend paid in January absorbed 
£125,000, and after appropriating £75,000 to 
writing down bank premises, there is available 
a balance of £519,769. 

It is recommended that £150,000 be 
allocated to the officers’ pension fund, that 
a final dividend of 7s. per share be paid, 
together with a bonus of 2s. per share, making 
a total of 14 per cent. for the year, and that 
£144,769 be carried forward. 

Having regard to the extraordinarily 
difficult conditions that prevailed during the 
year, I think the results shown will be 
regarded as satisfactory. 


CONDITIONS IN SOUTH 


In the Union of South Africa commerce 
and industry adapted themselves smoothly 
to war conditions, and business on the whole 
remained remarkably steady. 

Fresh production records were established 
by the gold-mining industry, on which the 
basic financial stability of the Union mainly 
rests. 

The flow of Government orders for war- 
time requirements gave full employment toa 
large number of factories and stimulated the 
development of new industries for the pro- 
duction of munitions and articles previously 
imported. Every effort has been made to 
encourage industrial activity, and with this 
end in view steps have been taken by the 
Government to foster potential markets in 
other African territories. 


AFRICA 


CONFIDENCE IN THE FUTURE OF THE 
UNION 

While it would be unwise to attempt to 
forecast the future, I may say that very 
careful attention is being directed towards the 
maintenance of the financial stability of the 
Union, and the piospect of its ability to 
carry the burdens imposed by the con- 
tinuation of the war may be viewed with 
steady confidence. 

The report and accounts were unanimously 
adopted. 
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